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THE  PRESroENTS  E^TERNATIONAL  AFFAIRS 
BUDGET  REQUEST  FOR  FISCAL  YEAR  1996 


TUESDAY,  APRIL  4,  1995 

House  of  Representatives, 
Committee  on  International  Relations, 

Washington,  DC. 

The  committee  met,  pursuant  to  call,  at  3:20  p.m.,  in  room  2172, 
Rayburn  House  Office  Building,  Hon.  Doug  Bereuter  (vice  chair- 
man of  the  committee)  presiding. 

Mr.  Bereuter.  The  hearing  will  come  to  order.  Chairman  Gil- 
man  will  be  detained,  and  he  would  like  me,  as  the  vice  chairman, 
to  begin.  I  would  like  to  welcome  our  witnesses  and  the  audience 
to  our  first  hearing  with  outside  witnesses  on  the  international  af- 
fairs budget  and  consolidation  proposals.  We  have  a  number  of  dis- 
tinguished Americans  scheduled  to  testify  before  the  committee. 
We  hope  to  listen  to  their  advice  and  counsel  before  drafting  this 
committee's  authorization  and  consolidation  bills. 

To  recap,  this  committee  will  consider  a  consolidation  plan  in- 
volving State  Department,  ACDA,  USIA  and  AID.  How  that  con- 
solidation will  take  place  will  be  up  to  members  of  the  committee 
and  the  advice  they  receive  from  experts  like  the  men  and  women 
scheduled  to  appear  today. 

We  will  also  be  looking  with  the  Budget  Committee  to  reduce  the 
function  150  international  affairs  budget  to  meet  our  deficit  reduc- 
tion targets.  With  those  goals  in  mind,  I  would  like  to  begin  hear- 
ing from  our  witnesses.  We  will  be  joined,  as  soon  as  the  vote  is 
over,  I  am  sure,  with  other  members. 

I  would  tell  the  distinguished  panel  of  witnesses  that  your  writ- 
ten statements  will  be  made  a  part  of  the  record  in  their  entirety. 
We  would  appreciate  it  if  you  would  summarize,  take  the  high 
points  of  your  testimony,  so  that  we  may  have  an  opportunity  to 
have  one  or  perhaps  two  rounds  of  questions.  Unless  there  is  some 
particular  order,  I  will  just  call  upon  you  as  you  are  listed  here. 

The  first  person  would  be  Dr.  Steven  Kull,  the  Director  of  the 
Program  for  International  Policy  Attitudes.  We  will  hear  from  you, 
Dr.  Kull,  and  then  all  of  the  witnesses  before  we  open  it  up  for 
questions.  You  may  proceed  as  you  wish. 

STATEMENT  OF  DR.  STEVEN  KULL,  DIRECTOR,  PROGRAM  FOR 
INTERNATIONAL  POLICY  ATTITUDES,  CENTER  FOR  INTER- 
NATIONAL AND  SECURITY  STUDIES,  UNIVERSITY  OF  MARY- 
LAND 

Dr.  Kull.  Thank  you,  Mr.  Chairman  for  the  opportunity  to  share 
with  the  committee  today  the  findings  from  research  we  have  been 
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conducting  at  the  Program  on  International  Policy  Attitudes  of  the 
Center  for  International  and  Security  Studies  at  the  University  of 
Maryland. 

Today,  I  am  going  to  report  on  the  study  that  we  recently  com- 
pleted on  the  American  public's  attitudes  on  foreign  aid.  For  the 
study,  we  analyzed  polling  data  from  other  organizations,  con- 
ducted focus  groups,  and  also  conducted  our  own  nationwide  poll 
of  801  American  adults,  randomly  chosen  from  across  the  country. 

Contrary  to  a  widely  expressed  assumption,  we  found  no  evi- 
dence that  most  Americans  simply  oppose  foreign  aid.  Eighty  per- 
cent of  those  polled  agree  that  "the  United  States  should  be  willing 
to  share  at  least  a  small  portion  of  its  wealth  with  those  in  the 
world  who  are  in  great  need." 

Now,  in  reviewing  other  polls,  we  found  that  when  Americans 
are  posed  a  dichotomy  between  foreign  aid  and  solving  problems  at 
home,  they  will  choose  solving  problems  at  home  as  the  higher  pri- 
ority. But,  when  asked  how  they  want  to  distribute  federal  spend- 
ing, the  overwhelming  majority  want  to  give  at  least  some  money 
to  foreign  aid.  In  our  poll,  only  8  percent  wanted  to  simply  elimi- 
nate it. 

At  the  same  time,  most  Americans  do  feel  that  too  much  money 
is  going  to  foreign  aid.  In  our  poll,  75  percent  felt  that  the  U.S. 
spends  too  much  on  it.  A  slightly  lower  number,  64  percent,  said 
that  they  wanted  to  cut  spending  on  it. 

But,  it  appears  that  much  of  this  feeling  is  based  on  a 
misperception  of  how  much  is  actually  being  spent.  We  asked  re- 
spondents to  estimate  what  percentage  of  the  federal  budget  goes 
to  foreign  aid.  The  median  estimate  was  15  percent.  Fifteen  times 
the  actual  number,  which  is  1  percent.  Other  polls  have  found  even 
higher  estimates.  A  Louis  Harris  poll  found  that  the  average  esti- 
mate was  33  percent,  and  in  a  poll  by  the  Harvard  School  of  Public 
Health,  27  percent  assumed  that  foreign  aid  was  the  largest  item 
in  the  federal  budget,  larger  than  defense  or  socisJ  security. 

In  our  poll,  we  then  asked  respondents  how  much  they  thought 
would  be  an  appropriate  amount  to  go  to  foreign  aid.  The  median 
answer  was  5  percent  of  the  federal  budget.  When  we  asked  how 
much  would  be  too  little,  the  median  response  was  3  percent,  still 
three  times  present  spending  levels. 

A  similar  d3mamic  appeared  when  we  asked  about  how  much  de- 
velopment assistance  the  United  States  gives  relative  to  other  in- 
dustrialized countries,  as  a  percentage  of  its  GNP.  An  overwhelm- 
ing majority  thinks  the  United  States  gives  more  than  other  coun- 
tries, and  an  equally  overwhelming  majority  thinks  the  United 
States  should  spend  at  least  the  same  as  other  countries  as  a  per- 
centage of  GNP.  As  you  probably  know,  of  the  21  OECD  countries, 
the  U.S.  ranks  last  in  this  regard. 

We  also  tried  to  find  out  the  response  to  the  actual  amount  of 
spending.  Asked  how  they  would  feel  if  they  found  out  the  United 
States  spends  1  percent  of  the  Federal  budget  on  foreign  aid,  only 
18  percent  said  they  thought  this  would  be  too  much,  down  from 
the  75  percent  that  had  originally  said  the  United  States  spends 
too  much. 

Later  in  the  questionnaire  we  told  them,  in  fact,  the  United 
States  does  spend  1  percent  and  how  much  that  amount  is  in  total 


dollars  and  for  the  average  taxpayer.  In  this  case,  35  percent  said 
they  still  wanted  to  cut,  down  from  the  64  percent  that  originally 
wanted  to  cut. 

In  either  case,  we  ended  up  with  strong  majorities  that  wanted 
to  either  maintain  or  increase  present  spending  levels. 

So,  why  do  people  support  spending  their  hard  earned  tax  dollars 
on  foreign  aid?  Well,  one  key  reason  seems  to  be  that  they  feel  that 
it  is  in  their  self-interest.  Sixty-three  percent  agreed  that  in  the 
long  run,  helping  Third  World  countries  to  develop  is  in  the  eco- 
nomic interest  of  the  United  States  because  many  of  these  coun- 
tries will  become  trading  partners  that  buy  our  exports. 

An  even  stronger  majority  embrace  moral  arguments.  Sixty- 
seven  percent  agreed  that  the  United  States  has  a  moral  respon- 
sibility to  help  poor  nations  and  an  overwhelming  77  percent  re- 
jected the  argument  that  we  should  only  send  aid  to  parts  of  the 
world  where  we  have  security  interests. 

Concurrent  with  this  support  in  principle,  the  poll  found  a  num- 
ber of  reservations  about  specific  characteristics  of  U.S.  foreign  aid 
spending.  One  was  about  the  mix  of  priorities.  Respondents  wanted 
to  put  less  emphasis  on  using  foreign  aid  to  secure  strategic  allies 
or  access  to  bases.  For  example,  modest  majorities  wanted  to  cut 
military  aid  and  aid  to  Israel  and  Egypt. 

On  the  other  hand,  very  strong  majorities  ranging  from  75  to  91 
percent  wanted  to  maintain  or  increase  spending  on  programs  that 
were  clearly  aimed  at  helping  the  poor,  including  programs  for 
child  survival,  the  Peace  Corps,  humanitarian  relief,  environmental 
aid  to  poor  countries,  and  general  assistance  to  help  poor  countries 
develop. 

A  more  moderate  72  percent  wanted  to  maintain  or  increase  aid 
to  former  socialist  countries.  There  were  also  reservations  about 
the  character  of  some  of  the  recipient  governments.  Eighty  percent 
agreed  that  too  much  U.S.  foreign  aid  goes  to  governments  that  are 
not  very  democratic  and  have  poor  human  rights  records.  The 
strong  majority  also  expressed  concern  about  waste  and  corruption. 
In  focus  groups,  there  was  a  preference  for  giving  direct  services 
to  the  needy,  rather  than  cash  handouts  to  governments  that  might 
not  give  the  aid  to  those  who  really  need  it. 

In  summary,  then,  it  seems  that  the  values  of  the  American  pub- 
lic leads  them  to  support  foreign  aid  in  principle,  though  there  are 
a  number  of  things  that  they  would  like  to  see  changed  about  it. 
A  very  strong  majority  thinks  the  United  States  is  spending  too 
much  on  foreign  aid,  but  this  attitude  is  based  on  an  extreme  over- 
estimation  of  how  much  is  being  spent. 

When  they  are  informed  of  the  actual  level  of  spending,  a  very 
strong  majority  wants  to  maintain  or  increase  spending,  especially 
for  aid  that  is  directed  to  poor  countries.  Thank  you  very  much. 

[The  prepared  statement  of  Dr.  Kull  appears  in  the  appendix.] 

Mr.  Bereuter.  Dr.  Kull,  thank  you  very  much.  If  you  have  those 
charts  in  a  reduced  form,  they  would  make  an  ideal  submission  by 
the  committee  members  to  our  colleagues  in  the  Congress. 

Dr.  Kull.  They  are  attached  to  the  testimony. 

Mr,  Bereuter.  Great.  I  appreciate  that  very  much.  I  neglected 
to  say,  Dr.  Kull,  I  mentioned  that  he  is  with  the  Program  for  Inter- 
national Policy  Attitudes,  but  I  did  not  say,  it  is  the  Center  for 


IntemationEil  Security  Studies  at  the  University  of  Maryland, 
where  Dr.  Kull  is  a  member  of  the  faculty  and  distinguished  aca- 
demic, who  often  writes  in  periodicals  that  we  read. 

The  next  witness  is  Richard  Armitage,  the  president  of  Armitage 
Associates.  He  has  served  as  a  senior  trouble  shooter  and  negotia- 
tion expert  for  the  State  Department,  Defense  Department,  and 
has  been  before  Congress  on  many  occasions  since  1978,  following 
his  distinguished  period  of  military  service. 

Nice  to  have  you  with  us  again  today,  and  please  proceed  in  a 
fashion  that  you  would  choose. 

STATEMENT  OF  RICHARD  ARMITAGE,  PRESIDENT,  ARMITAGE 

ASSOCIATES 

Mr.  Armitage.  Thank  you  very  much,  Mr.  Bereuter.  Mr.  Chair- 
man, members,  you  have  done  me  a  great  favor,  asking  my  opinion 
about  matters  of  reorganization,  and  I  will  equally  do  you  a  favor 
and  be  mercifully  brief. 

It  is  not  exactly  a  state  secret  that  under  present  management, 
the  State  Department  is  an  area  of  monumental  confusion  and  dys- 
functional disorganization.  There  has  been  a  proliferation  of  single 
issue  policy  mavens  who  are  able  to  constipate  the  development  of 
coherent  foreign  policy.  If  I  were  in  a  position  to  be  able  to  advise 
the  President  regarding  the  Helms  legislation,  I  would  advise  him 
to  accept  it  without  hesitation. 

It  seems  to  me  that  the  Congress  can  help  a  lot  here  in  bringing 
home  to  the  President  the  fact  that  arms  control  matters  and  for- 
eign aid  etc.  are  tools  to  aid  the  development  of  foreign  policy,  and 
not  construction  material  to  be  used  by  empire  builders. 

Now,  equally,  if  I  were  in  a  position  to  be  able  to  advise  Mr. 
Helms  on  his  legislation,  I  would  first  tell  him  that  it  is  incompre- 
hensible to  me  that  the  President  would  not  accept  the  opportunity 
that  has  been  presented  to  him.  But,  equally,  I  would  tell  Mr, 
Helms  that  I  would  recommend  against  him  posing  this  reorganiza- 
tion by  legislation. 

It  is  not  that  I  find  that  there  is  anything  unconstitutional  or  un- 
ethical about  Congress  taking  the  initiative  in  this  matter,  but  I  do 
find  it  somewhat  unseemly  that  the  officer  charged  with  the  con- 
duct of  foreign  policy  on  a  matter  of  this  import,  would  not  grasp 
the  reins,  and  rather  would  turn  over  the  initiative  to  an  organiza- 
tion whose  primary  responsibilities  are  in  the  area  of  advice  and 
consent  in  authorization  and  appropriation  matters. 

Now,  regarding  the  reorganization  of  foreign  aid,  again,  Mr.  Be- 
reuter, it  is  not  a  secret  that  I  have  been  an  unremitting  and  unre- 
lenting critic  of  the  institution  of  U.S.  Agency  for  International  De- 
velopment. My  own  view  is  that  if  the  U.S.  Agency  for  Inter- 
national Development  continues  in  its  present  form,  it  will  be 
sounding  the  death  knell  of  foreign  aid. 

That  does  not  speak,  however,  to  the  many  good  folks  who  are 
fine  public  servants  who  serve  in  U.S.  Agency  for  International  De- 
velopment, people  who  very  much  supported  the  late  Alan  Woods 
in  his  efforts  at  reorganization.  People  who  are  suffering  the  agony 
now  of  watching  their  agency  backslide  into  the  hands  of  those  who 
believe  that  economic  development  is  something  which  can  happen 
independent  of  private  sector  development. 


So,  regarding  the  proposal  for  reorganization  of  foreign  assist- 
ance, I  would  take  the  point  of  view  that  the  Helms  resolution  mer- 
its complete  endorsement.  I  would  say  to  those  Democrats  who 
have  been  trjdng  to  make  foreign  aid  more  user  friendly  and  have 
tried  to  increase  the  participation  of  the  private  sector  in  foreign 
aid,  here  is  an  opportunity  to  really  bring  the  President  in  in  a  co- 
operative mode. 

I  would  say  to  those  Republicans,  some  of  whom  might  be  en- 
gaged in  a  desire  for  reorganization  simply  to  poke  their  finger  in 
the  President's  eye,  I  would  say,  try  to  get  the  cooperation  of  the 
President  on  this.  If  he  is  not  cooperative  on  this,  then  perhaps  we 
ought  to  prepare  to  implement  this  legislation  under  a  Republican 
President,  starting  on  20  January,  1997. 

Finally,  Mr.  Bereuter,  my  overall  theme  is  one  of  saying  that  this 
is  excellent  legislation  in  my  view,  but  that  it  ought  not  to  be  im- 
posed. You  might  say,  well,  you  are  not  pleasing  anybody  up  here, 
and  I  would  much  rather  please  you  and  your  colleagues,  but  I 
have  to  be  somewhat  consistent  to  the  stance  I  have  taken  for  the 
last  17  years  or  so,  as  a  denizen  of  the  executive  branch,  where  I 
very  much  fought  against  the  imposition  of  congressional  legisla- 
tion or  mandate  in  telling  the  executive  branch  how  to  order  their 
house. 

Finally,  I  would  share  with  the  Congress  a  frustration,  and  that 
is  that  the  absence  of  Presidential  leadership  in  foreign  aiffairs  and 
such  as  this  is  a  real  dilemma  for  us,  and  it  is  certainly  an  incon- 
venience. But,  my  own  view  is  and  the  real  issue  is  that  we  need 
to  then  elect  a  leader  as  President,  not  to  transfer  the  leadership 
to  the  U.S.  Congress. 

Thank  you  very  much,  sir. 

[The  prepared  statement  of  Mr.  Armitage  appears  in  the  appen- 
dix.] 

Mr.  Bereuter.  Thank  you  very  much,  Mr.  Armitage.  We  can  al- 
ways count  on  you  for  interesting  testimony,  and  I  appreciate  your 
candor.  I  wish  we  had  more  of  it  from  witnesses. 

Next,  a  very  distinguished  panelist,  Thomas  P.  Sheehy.  He  is  the 
Jay  Kingham  Fellow  in  International  Regulatory  Affairs  at  the 
Heritage  Foundation.  He  is  coauthor  of  the  Heritage  Foundation's 
recently  released  Index  of  Economic  Freedom,  a  quantitative  analy- 
sis of  economic  freedom  in  ICj.  countries,  which  has  received  world- 
wide attention,  specializing  in  peacekeeping,  foreign  aid,  trade,  de- 
velopment and  African  affairs. 

Mr.  Sheehy,  we  are  pleased  to  have  you  here.  Please  proceed  as 
you  wish. 

STATEMENT  OF  THOMAS  P.  SHEEHY,  JAY  KINGHAM  FELLOW 
IN  INTERNATIONAL  REGULATORY  AFFAIRS,  HERITAGE 
FOUNDATION 

Mr.  Sheehy.  Thank  you  very  much,  Mr.  Vice  Chairman.  My  com- 
ments will  pertain  primarily  to  development  assistance.  I  would 
like  to  bring  to  the  committee's  attention  the  central  African  coun- 
try of  Uganda,  a  major  development  assistance  recipient.  Recently, 
it  was  profiled  on  the  front  page  of  the  Washington  Post.  Uganda 
has  seen  its  economy  grow  8  percent  in  the  last  year.  Foreign  in- 


vestments  are  flowing  into  Uganda,  inflation  is  dramatically  down. 
There  is  a  building  boom  in  Uganda  underway. 

Doing  some  research  for  an  investment  guide  I  am  contributing 
to,  I  discovered  that  the  Ugandan  shilling  is  fully  convertible,  and 
foreign  investors  can  receive  a  20  percent  return  on  their  invest- 
ment in  Uganda.  This  is  an  amazing  story  considering  Uganda's 
history.  We  commonly  associate  the  country  with  tribal  conflict  and 
Idi  Amin. 

Indeed,  10  years  ago,  Uganda  was  on  par  with  Rwanda,  but  it 
is  no  miracle  what  has  happened  in  Uganda,  the  secret  to  their 
success.  It  is  quite  evident  for  everyone  to  see.  Uganda  is  moving 
to  establish  a  market  economy.  Previously  banned  businessmen 
have  been  allowed  to  return  to  the  country.  Grovemment  run  coffee 
and  marketing  boards  have  been  disbanded.  Foreign  investment 
has  been  encouraged.  The  process  for  acquiring  a  business  license 
has  been  streamlined. 

Not  surprisingly,  Uganda  scored  a  2.95  on  the  Heritage  Founda- 
tion's recently  released  Index  of  Economic  Freedom,  placing  it  be- 
hind only  Swaziland  among  sub-Saharan  African  countries.  As  you 
described,  Mr.  Vice  Chairman,  the  Index  is  a  quantitative  guide,  it 
looks  at  10  factors  that  we  have  identified  as  key  to  achieving  eco- 
nomic growth.  Does  the  government  nationalize  property?  How  well 
does  it  protect  it?  What  is  the  taxation  level,  openness  to  foreign 
investment  and  trade? 

Again,  Uganda  scored  quite  well.  We  feel  we  have  identified  the 
most  important  elements  in  terms  of  promoting  development,  and 
we  feel  that  the  Index  or  its  criteria  should  be  used  in  allocating 
development  assistance.  It  only  makes  sense,  and  the  results,  the 
strong  correlation  between  market  economic  policies  and  economic 
growth,  are  quite  evident. 

Too  often  in  the  past,  our  development  assistance  program  had 
tremendously  devastating  impacts.  It  subsidized  countries  with  no 
commitment  to  free  market  growth.  We  have  seen  that  in  Tanza- 
nia. There  are  Legions  of  other  examples,  primarily  in  Africa.  Re- 
cently, Czech  Prime  Minister  Vlaclav  Klaus  complained  about  de- 
velopment assistance.  He  said  it  prolonged  the  time  when  the  need- 
ed domestic  reforms  were  undertaken. 

We  feel  that  an  index  applied  to  development  assistance  becomes 
an  excellent  tool  in  gauging  the  progress  toward  a  free  market 
economy.  We  are  not  alone.  Chairman  George  Ferris  of  the  Ferris 
Commission  Report  recommended  that  AID  use  an  index  to  allocate 
development  assistance.  This  is  the  approach  of  Senator  McConnell 
and  his  foreign  aid  reform  plan. 

I  am  not  suggesting  that  we  should  necessarily  assist  countries 
like  Uganda  if  their  democratic  values  offend  us.  Clearly,  Uganda 
is  not  a  democracy.  There  is  no  obligation  to  provide  development 
assistance.  All  I  am  suggesting  is,  if  we  are  providing  development 
assistance,  movement  toward  the  free  market  should  be  the  sole 
criterion. 

Clearly,  AID  is  not  moving  in  this  direction.  I  am  very  concerned 
following  the  reforms  on  the  Hill  with  the  International  Develop- 
ment Foundation  proposed  by  Senator  Helms.  I  think  it  is  essential 
that  all  development  assistance,  including  the  development  assist- 
ance that  would  be  administered  through  the  IDF,  be  keyed  to  pro- 


moting  free  market  reforms.  We  can  have  all  the  tj^jes  of  successful 
projects  at  the  microlevel.  Unless  a  country  has  its  general  macro- 
economic  policies  in  line,  those  successes  are  not  going  to  contrib- 
ute to  economic  growth,  or  what  should  be  the  objective  of  our  de- 
velopment assistance  program. 

Finally,  to  close,  I  would  suggest  that  the  debate  should  be  about 
more  than  about  dollars.  I  recognize  the  committee  is  moving  to  cut 
foreign  aid.  I  think  that  is  an  appropriate  movement,  given  the 
budgetary  constraints,  the  fact  that  we  are  running  a  national 
debt. 

However,  I  would  implore  that  in  the  move  to  cut  development 
assistance,  we  do  not  lose  track  of  policy,  and  look  about  how  to 
make  some  very  constructive  reforms  to  the  foreign  aid  program. 
I  think  the  results  of  the  Index  show  that  a  development  assistance 
program  keyed  toward  promoting  free  markets  and  free  market 
generated  economic  growth  is  the  way  to  go. 

[The  prepared  statement  of  Mr.  Sheehy  appears  in  the  appendix.! 

Mr.  Bereuter.  Thank  you  very  much. 

Our  next  witness  is  Linda  Powers.  She  is  vice  president  of  the 
Global  Finance,  Enron  Development  Corporation,  headquartered,  I 
assume,  in  Houston.  But,  we  are  planning  to  bring  it  back  to 
Omaha,  where  it  belongs.  [Laughter.] 

Prior  to  joining  Enron,  Linda  Powers  served  as  Deputy  Assistant 
Secretary  of  Commerce  for  Service  Industries  and  Finance,  but  I 
found  it  most  interesting  that  you  chaired  the  TPCC,  an  inter- 
agency committee  responsible  for  coordinating  our  policy  on  trade 
and  finance  in  the  multilateral  development  banks. 

I  noted  that  one  of  the  products  coming  out  of  that  TPCC  effort 
indicated  that  USIA,  in  1993,  received  $50  million  for  export  pro- 
motion, which  is  now  more  than  the  TDA  receives,  which  strikes 
me  as  a  very  strange  circumstance,  if,  in  fact,  that  is  their  whole 
story. 

I  would  hope  that  sometime  in  your  testimony  or  later,  at  least, 
you  will  comment  specifically  on  the  proposal  of  the  Helms  organi- 
zation, which  would  move  OPIC,  Exim  and  TDA,  apparently,  under 
the  State  Department.  It  is  not  quite  clear,  but  they  have  dotted 
lines  which  seem  to  indicate  that  they  may  have  some  special  sta- 
tus. 

Ms.  Powers,  we  are  very  pleased  to  have  your  testimony.  You 
may  proceed  as  you  wish. 

STATEMENT  OF  LINDA  POWERS,  VICE  PRESIDENT,  GLOBAL 
FINANCE,  ENRON  DEVELOPMENT  CORPORATION 

Ms.  Powers.  Thank  you.  I  really  appreciate  the  opportunity  to 
come  and  share  some  thoughts  from  a  private  sector  perspective. 
The  points  I  am  going  to  make  are  based  on  first  hand  experience 
in  a  wide  range  of  countries  all  throughout  Asia,  the  Americas,  Af- 
rica, etc.,  which  are  the  same  countries  that  are  receiving  our  for- 
eign assistance. 

I  want  to  touch  on,  basically,  three  points.  I  want  to  talk  about 
what  the  basic  characteristics  of  our  foreign  assistance  programs 
are  today  and  how  they  are  not  keeping  paces  with  the  changes 
that  are  going  on  in  those  recipient  countries,  themselves,  and  in 
fact,  are  doing  essentially  the  opposite  of  what  we  should  be  doing. 
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Secondly,  I  want  to  talk  about  what  the  private  sector  is  doing 
and  how  that  gives  us  a  new  approach  to  pursuing  our  foreign  as- 
sistance objectives,  and  thirdly,  touch  briefly  on  how  that  new  ap- 
proach would  mesh  with  the  Helms  proposal  on  consolidation. 

Basically,  our  programs  today  have  two  fundamental  characteris- 
tics. First  of  all,  they  deliberately  channel  almost  all  of  their  funds 
into  policy  advice,  technical  assistance  and  planning  type  exercises, 
not  into  tangible  things  like  infrastructure.  They  channel  most  of 
this  policy  advice  to  public  institutions  in  the  recipient  countries. 

The  second  characteristic  is  that  this  activity  is  mainly  planned 
and  controlled  and  carried  out  by  government  staff.  We  have  a 
huge  colossal  number  of  employees,  and  I  would  be  happy  to  give 
you  a  comparative  employee  count  for  Germany  and  Japan's  for- 
eign assistance  programs.  They  are  a  fraction  of  ours. 

There  is  a  lot  of  controversy  about  whether  this  kind  of  approach 
has  ever  made  any  sense.  A  number  of  analyses  have  been  done  to 
suggest  that  it  does  not,  but  whatever  the  case,  given  the  changes 
in  the  world,  it  certainly  does  not  make  sense  an5rmore. 

The  changes  that  I  will  describe  in  a  moment  in  the  developing 
countries  have  basically  opened  an  opportunity  for  us  to  do  the 
exact  opposite,  to  start  channeling  our  foreign  assistance  monies  to 
tangible  things  and  to  start  harnessing  the  private  sector  to  do  it. 
What  that  will  translate  into  is  dramatic  program  cuts,  very  dra- 
matic program  cuts,  $1  to  $2  billion  out  of  AID's  current  activities 
and  probably  a  substantial  portion  of  the  international  exchanges 
that  Senator  Helms  has  estimated  total  $1.6  billion.  That  is  not 
counting  the  huge  administrative  and  personnel  cost  savings  that 
go  along  with  ceasing  those  activities. 

Those  program  cuts  would  also  translate  into  structural  consoli- 
dation. Before  I  go  into  describing  the  new  approach,  let  me  em- 
phasize what  I  am  not  saying.  I  am  not  saying  that  we  should  be 
changing  or  foreign  assistance  gosds,  or  that  we  should  be  down- 
grading the  importance  of  them.  Let  us  assume  that  we  are  going 
to  keep  the  same  goals  of  development  assistance,  moving  these 
countries  along  the  development  path,  humanitarian  assistance  to 
alleviate  their  current  poverty,  and  then  also  serving  our  own  na- 
tional interest,  and  keep  those  at  a  top  priority.  My  point  is,  we 
need  to  change  how  we  are  going  about  trying  to  achieve  those 
things. 

Lastly,  the  approach  that  I  am  suggesting  is  an  approach  that 
can  work  everywhere  in  the  world,  not  just  the  strongest  and  big- 
gest countries,  but  the  poorest  and  the  wesikest,  the  Mozambiques, 
as  well  as  the  Indias. 

What  is  the  new  approach?  The  new  approach  is  to  harness  the 
private  infrastructure  trend  that  is  going  on  in  the  developing 
countries.  In  the  last  couple  of  years,  the  developing  countries  in 
all  the  regions  have  fundamentally  changed  their  thinking  to  allow 
private  provision  of  infrastructure.  That  is  absolutely  pivotal,  be- 
cause infrastructure,  which  is  energy,  water,  transport,  etc.,  is  the 
key  to  both  growth  and  to  living  standards,  health,  etc. 

What  happens  when  private  parties  do  these  projects  is,  they  are 
not  financable  unless  the  country  has  in  place  all  the  kinds  of  com- 
mercial infrastructure  we  have  given  them  endless  policy  advice  to 
get  them  to  adopt  and  they  have  not.  Things  like  property  rights, 


market  base  pricing,  regulatory  reform,  credit  base  lending.  I  have 
a  number  of  real  world  examples  laid  out  in  my  testimony,  country 
by  country. 

The  point  is,  the  projects  provide  the  action  forcing  event,  the 
carrot  and  stick,  to  make  those  changes  happen.  The  other  things 
the  projects  do  is  that  they  deliver  humanitarian  benefits.  We  build 
tens  of  millions  of  dollars  of  hospitals,  schools  and  other  ancillary 
facilities  into  our  projects  to  win  local  support  and  approval  for 
those  projects,  and  we  provide  enormous  numbers  of  jobs,  much 
more  than  public  foreign  assistance  funds  are  able  to  deliver. 

What  all  that  translates  to  is,  we  do  not  need  to  continue  giving 
massive  amounts  of  policy  advice  to  these  countries.  WE  need  to 
harness  what  these  private  projects  are  doing,  and  the  way  to  do 
that  is  to  shift  our  focus  from  the  policy  advice  to  the  finance  agen- 
cies. Right  now,  the  finance  agencies  get  an  extremely  small  frac- 
tion of  our  attention  and  our  funds  in  the  150  Account,  and  we 
need  to  flip  that. 

Now,  in  terms  of  the  savings  that  we  would  get  by  flipping  that, 
we  would  get  three  kinds  of  savings  and  the  dollar  amounts  are 
laid  out  in  my  testimony.  We  would  stop  doing  some  activities  that 
taxpayers  do  not  need  to  fund  anymore,  because  private  parties 
are.  We  would  get  the  leveraging  effect  that  you  get  through  the 
finance  agencies,  and  we  get  huge  administrative  savings. 

What  those  program  cuts  would  translate  into  in  terms  of  struc- 
tural consolidation  are  basically  two  points  that  I  would  like  to 
make  and  conclude  with.  The  first  point  is  that  the  kinds  of  struc- 
tural consolidation  Senator  Helms  has  proposed  would  achieve  im- 
portant efficiencies  and  are  a  terrific  idea.  But,  the  foundation  for 
doing  that  is  the  program  cuts.  It  is  badly  needed  for  those  struc- 
tural consolidations  to  be  accompanied  by  the  kind  of  program 
changes  that  I  am  talking  about  in  order  to  make  it  possible  to  so 
reduce  those  agencies,  that  they  can  be  folded  into  the  State  De- 
partment. 

Secondly,  and  this  was  your  question,  my  last  point  on  the  fi- 
nance agencies,  from  a  business  community  perspective,  we  think 
it  is  essential  for  them  to  stay  independent  and  separate.  That  is 
one  critical  difference.  It  is  a  very  small  part  of  the  Helms  plan, 
and  we  agree  with  his  goal.  His  goal,  as  stated  in  his  announce- 
ment, is  so  that  trade  and  investment  issues  will  play  a  bigger  role 
in  foreign  policy.  That  is  reasonable  to  expect  in  a  good  goal,  but 
in  actuality,  the  tail  very  rarely  succeeds  in  wagging  the  dog.  We 
think  that  if  you  put  bankers  under  bureaucrats,  the  only  thing 
that  can  happen  is  that  you  will  have  interference  with  credit  deci- 
sion making  and/or  projects  being  second  guessed  about  which  ones 
are  going  to  be  financed. 

So,  that,  coupled  with  the  fact  that  they  need  to  stay  separate 
because  you  do  not  have  duplication  and  overlap,  either  in  function 
or  in  personnel,  the  bottom  line  is,  they  are  not  part  of  the  prob- 
lem, and  fixing  the  situation  does  not  entail  putting  bankers  under 
bureaucrats.  Thank  you. 

[The  prepared  statement  of  Ms.  Powers  appears  in  the  appendix.] 

Mr.  Bereuter.  Thank  you  very  much,  Ms.  Powers.  Would  you 
mind  taking  that  last  comment  about  the  export  finance  agencies 
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under  bureaucrats,  and  would  you  mind  putting  it  on  stone  tablets 
for  me  to  distribute  here?  I  would  like  to  have  that.  [Laughter.] 

We  will  start  the  questioning  at  least,  and  I  will  ask  Dr.  Kull 
first  of  all,  in  light  of  the  impressive  work  that  you  have  done  on 
polling  about  people's  attitudes  concerning  foreign  assistance,  if  we 
were  to  delete  foreign  aid  for  child  survival  and  sustainable  devel- 
opment, which  is,  I  understand,  one  of  the  proposals  at  least  attrib- 
uted to  Senator  McConnell  and  others  in  the  Senate,  what  do  you 
think  would  happen  to  the  level  of  support  for  foreign  assistance? 
Do  you  have  anything  in  your  polling  which  could  give  you  some 
idea  about  whether  or  not  these  are  items  that  carry  Ainericans' 
positive  attitudes  about  foreign  aid,  or  whether  or  not  that  would 
have  any  effect  upon  the  public  support  for  foreign  assistance? 

Dr.  Kull.  We  broke  down  the  foreign  aid  budget  into  a  variety 
of  areas,  child  survival.  Peace  Corps,  humanitarian  relief  and  so 
on,  and  told  people  how  much  was  going  to  each  of  these  areas.  All 
of  those  that  are  the  ones  you  just  mentioned  are  very  popular  and, 
in  fact,  child  survival,  the  majority  wanted  to  increase  spending. 

If  you  remove  all  of  those,  what  will  be  the  effect?  Well,  I  would 
say  the  public  thinks  of  foreign  aid  as  primarily  a  humanitarian 
operation  and  they  are  kind  of  divided  about  the  idea  of  using  for- 
eign aid  for  other  foreign  policy  purposes.  It  is  not  that  they  are 
simply  against  it,  they  are  divided  on  it.  Whether  we  should,  now 
that  the  cold  war  is  over,  continue  to  try  to  use  foreign  aid  as  a 
way  to  enhance  U.S.  influence  in  any  way. 

The  least  popular  program  was  aid  to  Israel  and  Egypt. 

Mr.  Bereuter.  I  think  I  will  forego  my  5  minutes  and  let  each 
of  the  three  of  us  at  least  ask  one  question  before  we  go  vote.  If 
you  would  like  to  have  a  question  at  this  time,  you  were  next  arriv- 
ing. 

Ms.  Ros-Lehtinen.  Thank  you,  Mr.  Chairman.  I  was  going  to  fol- 
low up  on  your  question  about  the  polling  data.  What  recommenda- 
tions would  you  make  to  us  in  order  to  make  our  job  easier?  When 
we  sell  foreign  aid  to  our  constituents,  so  often  that  is  the  first 
thing  that  they  demand  on  seeing  cut,  and  as  you  pointed  out,  they 
believe  that  it  is  far  higher,  25  percent.  When  they  are  told  that 
it  is  less  than  1  percent,  they  are  far  more  favorable. 

What  are  we  not  doing  right,  and  what  should  we  be  doing  to 
make  sure  that  people  understand  the  realities  of  the  foreign  aid 
budget? 

Dr.  Kull.  It  seems  that  the  resistance  to  foreign  aid  is  in  some 
ways  built  on  sand.  It  is  built  on  this  incorrect  image  and  according 
to  our  data,  when  it  is  cleared  up,  the  attitudes  change  rather  dra- 
matically. It  is  not  that  all  resistance  is  derived  from  the  amount. 
There  are  other  considerations,  the  potential  for  corruption,  wheth- 
er or  not  the  money  goes  to  countries  that  are  not  democratic  and 
so  on.  But,  the  key  item  is  clarifying  that  misperception  about  the 
amount. 

Other  things  the  public  would  like  to  see  is  for  aid  to  not  go  di- 
rectly to  governments,  because  they  perceive  that  the  aid  is  going 
to  be  siphoned  off  by  corrupt  officials.  They  like  to  hear  about  pro- 
grams where  aid  goes  directly  to  the  poor  and  the  needy,  in  the 
form  of  direct  services. 
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Ms.  Ros-Lehtinen.  That  has  a  lot  to  do  with  it,  as  Mr.  Sheehy 
pointed  out,  when  he  used  the  examples  of  the  Africans  nations  of 
the  foreign  aid  that  we  have  given.  The  way  it  has  been  used,  it 
has  a  lot  to  do  with  the  decline  in  public  support  and  foreign  aid. 
If  we  could  get  back  to  what  works  and  spend  our  money  there,  the 
public  perception  will  definitely  improve. 

Dr.  KULL.  Americans  are  very  success  oriented.  We  have  found 
this  in  a  whole  variety  of  polls  on  a  whole  variety  of  issues.  If  they 
have  confidence  that  there  will  be  success,  then  they  would  support 
spending  more. 

They  also  do  not  like  what  they  see  as  growing  dependency  they 
sometimes  compare  foreign  aid  to  welfare.  If  they  see  that  foreign 
aid  in  some  ways  is  promoting  greater  self-reliance,  in  our  poll,  the 
indication  was  they  would  be  willing  to  spend  more  in  tax  dollars 
to  that  end.  They  are  not  sure  whether  this  growing  self-reliance 
that  is,  in  fact,  occurring. 

Mr.  Bereuter.  I  recognize  the  gentleman  from  Kansas  for  a 
quick  question  before  we  recess  for  a  vote. 

Mr.  Brownback.  Mr.  Armitage,  you  do  not  recommend  us  taking 
the  sort  of  action  that  Senator  Helms  has  suggested  now,  even 
though  you  endorse  the  proposal?  What  if  we  would  take  his  pro- 
posal and  basically  tell  the  administration  to  do  something  along 
this  line?  We  do  not  want  to  tell  you  how  to  organize  an  AID  with- 
in State,  or  we  do  not  want  to  tell  you  how  to  organize  a  USIA 
within  State,  but  we  are  not  going  to  fund  them  outside  of  it,  and 
then  take  over  how  you  would  organize  it  therein,  but  we  are  not 
going  to  tell  you  how  to  do  it? 

Mr.  Armitage.  Sir,  the  fact  that  one,  the  Constitution  invests  the 
conduct  of  foreign  policy  in  the  Chief  Executive,  and  the  fact  that 
he  is  the  only  national  elected  leader  lead  me  to  the  point  of  view 
that  he  ought  to  have  a  good  large  say  in  how  he  conducts  his  busi- 
ness and  how  he  organizes  it. 

However,  having  said  that,  the  nature  of  a  democracy  is  com- 
promise, and  things  are  not  working  well  now.  It  seems  to  me  that 
what  you  have  suggested  is  what  I  have  suggested  in  the  body  of 
my  testimony,  that  you  can  give  your  advice  to  the  President  and 
the  Secretary  of  State.  You  need  to  get  him  to  the  bargaining  table. 
You  have  ideas,  the  Congress,  that  is,  and  the  Helms  legislation, 
is  excellent  in  my  view.  He  will  have  some  views  and  some  reasons 
why  some  of  it  may  or  may  not  be  workable. 

I  think  the  trick  is  to  get  him  to  the  table  to  bargain  with  you 
and  cooperate  with  you.  In  that  regard,  I  would  use  funding  as  a 
lever  to  get  him  to  the  table. 

Mr.  Brownback.  Thank  you. 

Mr.  Bereuter.  That  is  a  very  interesting  question  and  response, 
and  I  think  it  might  give  us  something  to  work  with.  We  apologize 
for  having  to  go  vote,  but  that  is  our  job,  and  we  will  take  about 
a  12  to  15  minute  recess. 

[Recess.] 

Mr.  Bereuter.  The  committee  will  come  to  order.  We  will  re- 
sume with  the  hearing  and  the  questioning.  We  had  two  votes  in- 
stead of  one,  so  we  took  too  long,  and  now  we  have  a  conference 
where  the  Speaker  is  speaking  to  the  Republican  Conference  about 
the  tax  bill,  so  I  am  delinquent.  Do  not  tell  him. 
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Mr.  Armitage,  if  I  could  resume  the  questioning  with  you,  one  of 
the  agencies  that  is  proposed  to  be  integrated  into  the  State  De- 
partment is  ACDA,  and  it  is  an  agency  that  I  do  not  know  as  much 
about  as  I  want  to.  Congressman  Smith  is  intensely  studying  it  for 
us  right  now,  and  I  understand  your  basic  position  that  this  is  a 
reorganization  that  ought  to  be  done  by  the  Executive  Branch  since 
it  is  needed,  and  perhaps  the  Congress  is  not  the  entity  that  should 
ordinarily  be  required  to  take  an  effort  to  restructure. 

But,  do  you  have  anything  in  particular  from  your  background 
that  you  would  like  to  say  about  ACDA  and  the  kind  of  expertise 
they  have  there  and  its  mix  with  the  State  Department  and  its  im- 
portance as  a  separate  entity  or  its  integratability? 

Mr.  Armitage.  My  own  view,  is  that  I  have  got  a  prejudice  in 
this  regard.  I  frankly  do  not  find  it  strange  that  you  do  not  know 
as  much  about  it  as  you  would  like  to.  I  think  there  is  less  there 
than  meets  the  eye,  generally. 

Certainly,  during  my  experience  during  the  Cold  War  as  a  Penta- 
gon official  was,  though  I  understood  why  they  came  into  being, 
they  did  not  often  portray  that  role  in  the  interagency  discussions 
and  it  was  very  rare  that  you  got  any  helpful  interventions  from 
ACDA. 

It  seems  to  me  that  strictly  in  the  wake  of  the  ending  of  that 
Cold  War,  their  raison  d'etre  as  stand  alone  agency  is  completely 
gone,  though  I  would  not  try  to  say  the  fact  that  there  may  be 
some  role  for  a  small  entity  to  follow  up  on  agreements,  etc.,  that 
have  been  already  reached. 

But,  it  does  not  seem  to  me  that  you  need  the  same  enormous 
bureaucracy  that  you  had  to  gain  agreements,  just  to  follow  up  on 
the  implementation  of  them. 

Mr.  Bereuter.  You  had  a  tremendous  set  of  experience  and  re- 
sponsibilities in  coordinating  our  assistance  program  to  the  newly 
independent  states,  the  republic  emerging  from  the  Soviet  Union. 
Do  you  have  anything  from  that  experience  that  you  could  give  us 
in  the  way  of  principles  which  should  guide  our  deliberation  on  the 
foreign  assistance  program,  generally? 

Mr.  Armitage.  Well,  I  think,  sir,  I  have  a  few  anecdotes  that 
may  lead  to  principles.  When  I  accepted  that  charge  from  Mr. 
Bush,  I  was  put  immediately  under  Mr.  Eagleberger  as  my  direct 
supervisor,  and  he  told  me  of  his  enormous  distrust  of  the  institu- 
tion of  USAID.  I  must  admit,  I  was  a  bit  of  an  ingenue  in  the  aid 
business,  and  I  thought  perhaps  there  was  a  way  to  work  with 
these  folks. 

I  was  wrong.  Eagleberger  was  dead  right  in  this,  and  I  found 
that  it  did  no  good  to  try  to  work  collegiaJly  and  congenially  with 
USAID.  They  were  not  really  responsible  to  the  President's  foreign 
policy.  They  had  their  own  set  of  views  inculcated  in  them  over 
about  30  years,  and  I  can  remember  an  opportunity  I  had  early  on 
to  discuss  the  Freedom  Support  Bill,  which  you  and  your  fellow  col- 
leagues debated  and  saw  fit  to  put  about  $418  million  in  it  in  1992 
in  aid  for  the  former  Soviet  Union. 

I  was  astonished  to  hear  my  colleagues  from  USAID  discuss  this 
in  the  following  terms.  They  said,  "this  is  our  money."  I  thought 
it  was  our  money,  actually,  and  I  was  wrong.  They  were  looking  at 
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it  as  their  agency s  money  to  do  with  it  as  they  wanted,  rather  than 
a  President's  to  assign  foreign  policy  priorities  or  whatever. 

So,  I  think  the  first  principle  is  that  developmental  specialists  in 
AID  have  outlived,  in  general,  their  usefulness,  and  that  there  is 
no  real  future  for  foreign  aid,  outside  a  coordination  with  the  pri- 
vate sector.  It  is  the  only  way  to  stretch  those  relatively  limited 
dollars,  and  frankly,  we  are  not  in  the  developmental  business. 
Most  of  the  nations  we  have  dealt  with  recently,  except  for  some 
of  these  African  nations,  are  the  former  Communist  states,  people 
who  have  some  infrastructure  and  some  development. 

It  is  necessary  to  bring  the  free  market  into  being,  and  I  do  not 
think  that  the  institution  of  USAID  is  ideally  suited  to  that,  Mr. 
Bereuter. 

Mr.  Bereuter.  Thank  you  very  much. 

Mr.  Sheehy,  picking  up  on  the  comments  of  Mr.  Armitage,  one 
of  the  interesting  points  that  a  distinguished  former  secretary 
made.  Secretary  Eagleberger,  for  whom  I  have  great  respect,  ac- 
cording to  a  Senate  hearing,  is  that  programs  like,  I  think  he  speci- 
fied sustainable  development  and  perhaps  child  survival — at  least, 
it  was  another  humanitarian  program — do  not  belong  in  our  foreign 
assistance  programs,  because  they  are  not  national  security  relat- 
ed, to  paraphrase  it.  I  am  recalling  it  from  the  transcript  of  a  Sen- 
ate hearing  which  was  held  last  month. 

What  would  be  your  attitudes  about  the  importance  or  legitimacy 
of  these  programs  and  if  they  are  important  functions  that  we 
ought  to  pursue,  perhaps  with  nongovernmental  organizations,  do 
you  have  any  idea  about  where  they  might  be  located  structurally 
to  best  advantage? 

Mr.  Sheehy.  Sure.  The  philosophy,  which  I  tried  to  elaborate,  is 
that  I  would  like  to  see  all  development  systems  targeted  on  those 
countries  that  are  moving  forward  with  free  market  economic  re- 
forms, and  clearly,  certain  assistance  is  more  applicable  toward 
aiding  those  transitions.  Technical  assistance,  policy  advice. 

On  the  whole,  I  do  not  abide  by  the  notion  of  sustainable  devel- 
opment. I  believe  our  foreign  aid  program  got  terribly  off  track  in 
the  early  1970s,  when  it  went  to  the  basic  human  needs  approach 
toward  development,  went  to  doing  the  types  of  programming 
which  I  do  not  see  as  particularly  contributing  to  economic  growth, 
the  ability  of  developing  countries  to  make  transitions,  and  right 
now,  our  foreign  aid  program  has  some  39  objectives. 

It  needs  one  focus.  It  needs  to  be  focused  on  the  means  toward 
promoting  development.  To  my  mind,  that  is  economic  growth. 
Transitions  to  markets,  that  is  what  the  Index  successfully  dem- 
onstrated, and  in  terms  of  the  basic  human  needs  programs  you 
have  described,  I  would  be  more  comfortable  with  those  being  truly 
privatized  programs. 

If  Americans,  as  the  polling  evidence  may  suggest  as  we  heard 
earlier,  feel  a  moral  obligation  to  provide  a  type  of  assistance, 
which  to  my  mind,  and  I  think  to  many  people's  minds,  does  not 
contribute  to  economic  growth  in  a  fairly  direct  way,  then  they  are 
free  to  do  so.  There  are  many  private  organizations  that  are  more 
than  willing  to  take  contributions  for  doing  this  type  of  work.  I  do 
not  feel  that  this  should  be  the  business  of  AID  or  any  other  gov- 
ernment agency. 


14 

Mr.  Bereuter.  You  are  speaking  about  humanitarian  efforts  or 
disaster  relief? 

Mr.  Sheehy.  I  do  think  the  United  States  has  a  role  in  direct  hu- 
manitarian assistance,  natural  disaster,  that  type  of  relief,  but 
what  I  would  call  more  soft  assistance,  the  basic  human  needs, 
education,  health,  literacy,  that  is  appropriate  for  the  true  private 
sector.  Again,  I  would  define  the  true  private  sector  as  not  groups 
that  get  contracts  from  AID,  but  groups  that  gain  support  from  the 
American  people  privately. 

Mr.  Bereuter.  What  are  your  ideas  about  establishing  credit  in- 
stitutions in  developing  countries  or  microenterprise  grants  and  re- 
cycling money  that  way?  Some  private  organizations  have  tried  it 
with  some  success,  groups  like  FINCA,  I  think  it  is,  in  South  Amer- 
ica. But,  some  of  the  aid  programs  today  are  attempting  to  do  what 
the  Grameen  Bank  did  in  Bangladesh,  for  example.  Do  you  think 
there  is  a  role  for  government  in  that  respect? 

Mr.  Sheehy.  Typically,  I  am  very  skeptical  of  that.  I  think  it  is 
very  difficult  to  measure  their  effectiveness.  My  primary  concern, 
again,  would  be  that  we  can  have  programs  that  are  successful  at 
the  micro  level,  but  really  make  a  marginal  contribution  at  best  in 
terms  of  promoting  national  economic  development,  or  I  would  ask, 
is  it  really  a  worthwhile  expenditure  to  have  a  successful 
microenterprise  program  when  the  government  is  having  prohibi- 
tively high  taxation,  prohibiting  foreign  investment,  confiscating 
land,  the  t3rpe  of  things  that  we  have  tried  to  identify  in  the  Index. 

So,  I  would  like  to  keep  the  focus  in  on  the  macroeconomic  poli- 
cies. I  think  it  is  very  important  to  keep  the  focus  on  national  poli- 
cies. 

If  I  could  just  maybe  add,  a  couple  of  factors  of  the  Index  very 
much  do  look  at  the  ability  of  entrepreneurs  to  thrive.  For  example, 
one  of  the  factors  is  the  protection  of  private  property  rights,  the 
business  licensing.  So  often,  in  developing  countries  we  see  exam- 
ples of  where  small  would  be  entrepreneurs  are  persecuted,  be- 
cause they  are  not  of  the  right  tribe  or  they  do  not  have  the  right 
political  connections.  Those  are  things  that  we  look  at  in  our  study 
as  well. 

Mr.  Bereuter.  Thank  you  very  much. 

Ms.  Powers,  I  had  a  chance  to  visit  with  the  chief  executive  offi- 
cer of  your  organization  a  few  weeks  ago.  Since  I  am  chairman  of 
the  Asia  Pacific  Subcommittee,  we  had  something  to  talk  about 
concerning  the  new  Enron  project  in  India,  where  I  understand  you 
will  be  investing  over  $1  billion  in  an  energy  facility,  liquified  natu- 
ral gas  facility  as  well. 

I  think  I  heard  you  mention  that  at  times  the  private  sector,  in- 
cluding, I  am  sure,  your  organization,  is  involved  in  providing  fa- 
cilities, auxiliary  facilities  that  are  important  to  health,  for  exam- 
ple. I  think  you  are  intending  to  do  that  as  part  of  the  arrangement 
there  in  India. 

Now,  I  also  understand  that  it  was  quite  a  long  effort  and  you 
had  a  lot  of  patience  as  a  corporation  in  pursuing  a  development 
package  from  a  pretty  complicated  group  of  sources.  I  think  you 
had  some  help  from  government  organizations — ours — probably 
OPIC  and  Exim,  as  I  recall.  There  may  have  been  Asian  develop- 
ment bank  funds. 
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Ms.  Powers.  Our  prior  project. 

Mr.  Bereuter.  What  lessons  can  we  learn  from  your  effort  as  a 
corporation  to  try  to  put  that  all  together,  and  then  secondly,  what 
lessons  can  we  learn  from  that  effort  and  efforts  like  it  by  other 
corporations  to  stimulate  development  within  a  country  that  is  at- 
tempting to  develop  its  resources? 

Ms.  Powers.  One  lesson  we  can  learn  is  that  private  capital  is 
willing  to  do  a  lot  of  development  activity  now  in  these  countries, 
and  in  a  wide  range  of  countries,  stretching  well  beyond  India. 

We  can  also  learn  that  the  process  of  doing  a  real  world  project 
creates  the  kind  of  commercial  infrastructure  and  understanding  of 
privatization  on  the  part  of  the  host  country  that  no  amount  of  dia- 
logues and  advisory  reports  and  so  forth  can. 

When  you  go  through  the  actual  mechanics,  for  example,  as  we 
did — and  the  whole  process  of  working  everything  out  took  ^Vi 
years  of  continuous  on  the  ground  presence  of  a  team  of  a  dozen 
specialists  of  all  kinds  and  so  forth,  but  when  you  go  through  the 
process  of  working  out  how  to  charge  market  pricing  when  the 
country  has  never  done  it  before,  they  have  had  subsidized  prices. 
How  to  formulate  the  charges  to  apply.  How  to  make  a  project  be 
financable,  how  to  create  property  rights,  security  interests  that 
there  are  no  existing  provisions  for.  When  you  go  through  those  in 
a  real  world  project,  the  results  are  much  more  concrete. 

Secondly,  on  the  tangible  stuff,  I  think  the  lesson  to  be  learned 
is  that  these  projects  can  quickly  add  up  to  an  awful  lot  more 
amounts  of  those  kind  of  humanitarian  benefits  than  public  funds 
are  ever  going  to  be  able  to  deliver. 

In  the  project  that  you  mentioned,  you  are  quite  right.  We  have 
$24.5  million  in  that  project  for  a  50  bed  hospital,  primary  school, 
vocational  school  and  drinking  water  pipelines  to  the  villages.  Plus, 
the  jobs.  We  have  100  jobs  just  at  our  plant,  annual  payroll  of  $5 
million  a  year  for  the  20  year  life  of  the  project,  every  one  of  those 
high  wage,  high  skilled,  the  people  trained  from  scratch.  That  is  an 
investment  in  human  capital  and  an  alleviation  of  health  problems, 
bringing  drinking  water,  etc.,  on  a  scale  that  public  funds  cannot 
possibly  do.  So,  the  second  lesson  is  that. 

The  third  and  final  lesson,  I  think,  is  that  we  cannot  do  either 
of  these  things  if  the  public  finance  agencies  are  not  there  to  pro- 
vide the  financing  in  a  big  way.  The  financing,  as  you  correctly 
pointed  out,  had  to  come  from  a  variety  of  sources.  The  first  phase 
was  $920  million.  We  have  $300  million  of  cash  equity  in  there, 
and  the  other  $600  or  so  million  of  debt  came  $300  million  from 
U.S.  Exim,  $100  miUion  from  OPIC,  and  $150  milHor  from  a  U.S. 
and  U.K.  bank  and  the  rest  from  a  group  of  five  Indian  banks. 
Those  private  banks  were  willing  to  come  in  for  a  small  slice  be- 
cause, and  only  because,  they  knew  that  the  public  lenders  were 
in  there  and  willing  to  solve  problems  that  they  would  not  be  able 
to. 

Mr.  Bereuter.  You  had  OPIC  insurance,  I  assume? 

Ms.  Powers.  We  also  had  OPIC  insurance.  In  addition,  we  had 
OPIC  insurance  on  top  of  that  $100  million  of  lending.  In  fact,  we 
do  not  go  into  a  project  without  OPIC  insurance. 

The  point  is,  if  we  had  not  had  those  public  sources  to  draw  upon 
for  the  financing,  we  would  not  have  been  able  to  do  all  U.S. 
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sourcing  for  that  project,  as  we  did  do.  We  would  have  had  to 
source  not  from  GE  but  from  ABB  or  Siemens  or  from  Mitsubishi, 
to  source  from  their  finance  programs.  So,  I  would  suggest  that 
those  are  the  three  lessons. 

Mr.  Bereuter.  Thank  you.  For  the  record,  OPIC  is  not  financed 
with  tax  funds,  which  is  an  interesting  point. 

Is  there  anything  about  power  projects  in  general  that  you  would 
say,  since  they  seem  to  be  so  much  in  demand  in  Asia,  for  example, 
now,  where  there  are  so  many  efforts  and  we  are  competing  against 
several  other  developed  countries  for  those  projects. 

How  do  they  relate  to  our  foreign  assistance  programs,  excluding 
the  export  promotion,  export  credit,  export  insurance  sector? 

Ms.  Powers.  Do  you  mean,  how  are  they  functioning? 

Mr.  Bereuter.  How  does  AID  look  at  them,  how  do  you  look  at 
whether  or  not  the  AID  programs  are  important  to  our  private  sec- 
tor energy  projects? 

Ms.  Powers.  Oh,  that  is  a  very  important  question  and  I  am 
really  glad  that  you  raised  it.  If  you  read  the  AID  budget  presen- 
tation, for  example,  you  would  get  a  very  different  sense  of  what 
the  answer  to  that  question  is  than  you  would  from  being  actually 
in  the  country  on  the  ground. 

The  in  the  country,  on  the  ground  answer  is,  kinds  of  policy  ad- 
vice and  planning  exercises  and  so  forth,  that  AID  is  channeling  all 
of  its  money  and  effort  into  are  not  at  all  what  is  driving  this  proc- 
ess and  making  it  happen. 

In  the  AID  budget  document,  one  of  the  major  examples  that  it 
uses  of  its  success  in  this  region  of  what  our  current  foreign  assist- 
ance projects  are  doing  is  that  they  have  been  "responsible"  for 
bringing  about  $5.5  billion  of  power  projects  in  India,  and  the  same 
likewise  throughout  the  Asia  region. 

I  can  tell  you  the  real  world  answer  to  that  question  is,  exactly 
what  happened  is,  our  company  came  in  2V2  years  ago.  We  had  our 
first  introduction  to  the  ministry  by  the  in  country  staff  and  after 
that,  they  occasionally  accompanied  us  to  meetings.  That  is  not 
what  made  a  private  power  project  happen,  and  it  is  not  what  is 
bringing  the  business. 

Mr.  Bereuter.  Thank  you  very  much,  all  of  you,  for  your  testi- 
mony and  for  your  responses.  I  would  give  you  one  last  oppor- 
tunity, if  you  have  not  conveyed  something  you  would  like  to  con- 
vey to  me,  or  more  importantly,  to  the  committee  for  the  record 
here.  Any  last  minute  pearls  of  wisdom  or  advice  or  principles  you 
want  us  to  think  about  as  we  take  on  our  task  for  approving  the 
authorization  levels  this  year,  and  as  we  look  at  proposals  to  re- 
structure the  foreign  assistance  programs,  as  well  as  the  State  De- 
partment? 

Dr.  KULL.  I  would  just  add  one  word  in  following  on  a  comment 
by  Mr.  Sheehy  about  the  idea  that  humanitarian  aid  should  be  en- 
tirely voluntary  and  done  privately.  We  tested  this  argument,  in 
words  similar  to  the  ones  he  used,  and  58  percent  did  not  agree 
with  the  argument. 

Mr.  Bereuter.  Would  you  say  that  again,  58  percent  did  not 
agree? 

Dr.  KuLL.  Fifty-eight  percent  did  not  agree  with  the  idea  that 
humanitarian  aid  should  be  something  that  is  done  exclusively 
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through  volunteer,  voluntary  contributions  independent  of  the  U.S. 
Government.  I  think  about  39  percent  agreed  with  that  concept. 

Mr.  Bereuter.  We  are  now  delivering  in  some  areas  of  the  aid 
program,  about  32  percent  of  our  taxpayer  assistance  through  the 
non-governmental  organizations,  so  sometimes  it  is  a  little  confus- 
ing to  the  average  citizen  when  they  see  an  NGO  out  there.  They 
do  not  understand  how  much  is  coming  from  donations  from  the 
private  sector,  individual  Americans'  giving,  and  how  much  of  it  is 
taxpayer  based.  I  do  find  that  in  many  situations  where  you  really 
want  to  avoid  a  government  as  we  did  so  long  in  Haiti,  the  only 
way  to  effectively  do  things  was  not  on  a  government  to  govern- 
ment basis,  but  a  government  to  NGO  to  people  basis. 

Dr.  KuLL.  We  explored  that  in  the  focus  groups  and  there  was 
a  positive  feeling  about  the  idea  of  AID  money  flowing  through 
NGOs.  There  seemed  to  be  a  higher  level  of  confidence  in  NGOs 
over  government  programs. 

Mr.  Bereuter.  Less  procurement  problems,  less  government  red 
tape.  That  is  one  of  the  reasons  I  think  the  NGOs  are  selected,  be- 
cause they  can  move  effectively  and  efficiently  at  times. 

In  fact,  one  of  my  colleagues  here  the  other  day  suggested  that 
we  ought  to  pick  out  a  single  agency  for  about  5  years,  and  let 
them  buy  ever3rthing  they  need  without  any  procurement  roles,  and 
see  what  the  test  case  would  give  us. 

Ms.  Powers? 

Ms.  Powers.  Could  I  say  just  two  things?  I  really  hope  the  com- 
mittee will  not  lose  its  resolve  to  think  in  terms  of  wholesale 
change.  I  mean,  the  notion  that  10  percent  or  25  percent  reductions 
in  programs  or  staff  constitutes  big  change  or  wholesale  change  is 
just  not  on  the  order  or  magnitude  of  what  is  needed  from  the  per- 
spective of  the  business  community. 

The  other  point  is,  I  think  it  is  worth  looking  at  what  other  coun- 
tries are  doing  with  their  foreign  aid  programs  and  comparing 
what  kind  of  approach  and  results  they  are  having.  If  you  look  at 
Japan  and  Germany,  they  are  getting  more  results,  Japan  with 
one-sixth  as  many  staff,  Germany  with  one-fourth  as  many  staff, 
and  they  have  public  support,  much  stronger  public  support  for 
their  programs  than  we  do.  That  is  because  they  are  taking  the 
kind  of  approach  that  is  private  sector  driven. 

Mr.  Bereuter.  Thank  you.  Any  further  comments?  Let  me  thank 
you  very  much  for  your  time  and  your  generous  willingness  to  come 
and  speak  to  the  committee  today.  We  are  adjourned. 

[Whereupon,  at  4:40  p.m.,  the  committee  was  adjourned.] 


THE  PRESroENTS  INTERNATIONAL  AFFAIRS 
BUDGET  REQUEST  FOR  FISCAL  YEAR  1996 


WEDNESDAY,  APRIL  5,  1995  -^ 

House  of  Representatives, 
Committee  on  International  Relations, 

Washington,  DC. 

The  committee  met,  pursuant  to  call,  at  10  a.m.,  in  room  2172, 
Raybum  House  Office  Building,  Hon.  Benjamin  A.  Oilman  (chair- 
man of  the  committee)  presiding. 

The  Chairman.  Oood  morning.  The  committee  will  now  come  to 
order. 

We  are  pleased  today  to  have  outside  witnesses  on  foreign  aid. 
And  we  will  be  focused  on  regional  issues.  We  will  be  looking  at 
family  planning,  environment,  private  voluntary  organizations.  And 
this  afternoon,  we  will  hear  from  supporters  of  trade  promotion 
programs. 

Our  hearing  may  be  interrupted.  We  have  one  measure  to  con- 
sider with  relation  to  Taiwan's  President,  and  we  may  interrupt 
the  panelists  during  the  process  of  our  considerations. 

This  hearing  is  intended  to  give  our  Members  an  overview  of  for- 
eign aid  programs  from  the  prospective  of  the  organizations  that 
actually  implement  these  programs. 

It  is  also  intended  to  establish  a  hearing  record  for  the  reforms 
and  modest  budget  cuts  that  the  Committee  will  be  considering  in 
upcoming  legislation. 

On  our  first  panel,  we  will  have  the  Executive  Director  of  the 
American-Israel  Public  Affairs  Committee,  AIPAC,  Mr.  Neal  Sher; 
Mr.  John  Fox  will  follow  from  the  Open  Society  Institute  to  discuss 
the  Institute's  operations  in  Eastern  Europe  and  the  NIS. 

He  will  be  followed  by  Ms.  Vivian  Lowery-Derryck  from  the  Afri- 
can-American Institute,  known  as  AAI.  Ms.  Lowery-Derryck  also 
asks  the  committee  to  issue  a  witness  invitation,  which  we  issued 
to  General  Obasanjo  of  Nigeria.  General  ObasEinjo  returned  Nigeria 
to  democracy  following  his  military  career  and  is  now  under  house 
arrest  as  a  strong  opponent  of  the  military  rulers  of  Nigeria.  We 
are  sorry  he  cannot  join  us  today. 

Unless  any  other  Members  wish  to  speak,  I  will  ask  our  Ranking 
Minority  Member,  Mr.  Hamilton,  to  make  any  opening  remarks 
that  he  may  wish  to  give. 

Mr.  Hamilton.  Thank  you,  Mr.  Chairman.  I  do  not  have  any  re- 
marks except  to  welcome  our  witnesses.  We  look  forward  to  their 
input  on  these  matters,  and  we  appreciate  very  much  the  attention 
they  have  given  to  it,  and  we  commend  you  for  holding  these  series 
of  hearings. 
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The  Chairman.  Thank  you,  Mr.  Hamilton. 

Any  other  members  wish  to  make  any  opening  remarks? 

If  not,  if  the  paneHsts  will  take  their  seats;  and  you  may  open 
up  your  remarks  in  whatever  order  you  deem  appropriate.  You  may 
offer  your  entire  statement  for  the  record  and  give  brief  oral  re- 
marks, whichever  you  may  desire. 

Mr.  Sher. 

STATEMENT  OF  NEAL  SHER,  EXECUTIVE  DIRECTOR, 
AMERICAN-ISRAEL  PUBLIC  AFFAIRS  COMMITTEE 

Mr.  Sher.  Thank  you,  Mr.  Chairman,  and  distinguished  Mem- 
bers of  this  Committee. 

I  greatly  appreciate  the  opportunity  to  testify  before  you  today  in 
support  of  the  $3  billion  in  earmarked  aid  to  Israel  and  the  legisla- 
tively mandated  terms  of  that  aid. 

Rather  than  read  my  entire  testimony,  which  you  have  before 
you,  I  would  like  to  summarize  it  briefly  and  submit  the  full  testi- 
mony for  the  record. 

Let  me  start  by  expressing  my  appreciation  to  you  and  the  other 
committee  chairman  for  the  daunting  task  you  have  before  you  in 
reducing  federal  spending. 

Under  such  tight  budget  constraints,  undoubtedly  all  programs 
under  this  Committee's  jurisdiction  will  be  carefully  examined  in 
light  of  whether,  one,  they  help  advance  basic  national  interests  of 
the  United  States;  and,  two,  they  do  so  effectively  and  efficiently. 

I  strongly  believe  that  our  aid  program  to  Israel  decisively  meets 
these  criteria  and  has  proven  to  be  one  of  the  most  productive  uses 
of  U.S.  Government  resources. 

First,  how  does  aid  to  Israel  advance  basic  U.S.  national  inter- 
ests? Unfortunately,  the  demise  of  the  Soviet  empire  has  not  meant 
the  demise  of  international  threats  to  U.S.  national  security. 

There  are  few  places  in  the  world  where  those  threats  are  more 
visible  and  more  concentrated  than  in  the  Middle  East. 

The  spread  of  radical  Islamic  fundamentalism,  the  looming  Ira- 
nian nuclear  threat,  the  increase  in  international  terrorism,  the 
threats  to  Persian  Gulf  oil  supplies,  all  emanate  from  a  region 
characterized  by  instability  and  authoritarian  regimes. 

Israel's  pro-western,  democratic  presence  and  military  strength 
in  that  region,  which  is  sustained  by  U.S.  aid,  have  been  invaluable 
in  fighting  against  these  threats. 

Furthermore,  Israel's  persistent,  courageous  pursuit  of  a  com- 
prehensive Middle  East  peace  holds  out  the  promise  of  a  far  more 
stable,  peaceful  region  whose  nations  may  yet  work  together  to  ex- 
pand their  economies  and  serve  as  a  bulwark  against  the  forces  of 
radicalism. 

And,  finally,  U.S. -Israel  strategic  cooperation  has  expanded  the 
mutually  beneficial  military  ties  between  the  two  nations  and  has 
helped  enhance  America's  strategic  position  in  the  Middle  East  and 
in  the  Mediterranean. 

Second,  how  effective  and  efficient  is  U.S.  aid  to  Israel?  We  be- 
lieve the  results  speak  for  themselves.  U.S.  aid  has  helped  main- 
tain for  nearly  two  decades  the  peace  between  Egypt  and  Israel.  It 
has  helped  Israel  decisively  win  all  the  wars  it  has  been  forced  to 
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fight,  and  maintain  a  credible  deterrent  threat  against  an  array  of 
Arab  forces. 

It  was  critical  in  averting  a  major  economic  crisis  in  Israel  in 
1985  and  in  getting  Israel  on  the  road  to  a  remarkably  successful 
economic  recovery  program. 

The  U.S.  aid  was  instrumental  in  the  ongoing  efforts  to  resettle 
over  a  half  million  Russian,  East  European  and  Ethiopian  immi- 
grants who  have  come  to  Israel  in  the  last  five  years. 

And  finally,  it  has  been,  and  is  central,  to  the  success  and  con- 
tinuation of  the  current  peace  talks — by  giving  Israel  the  con- 
fidence it  needs  to  take  the  risks  for  peace,  by  providing  Israel  the 
military  strength  it  needs  to  prove  to  its  neighbors  that  there  is  no 
viable  military  option,  and  by  letting  its  enemies  know  that  the 
U.S. -Israel  alliance  is  unshakable. 

Mr.  Chairman,  I  want  to  thank  you  and  the  other  members  of 
this  committee  for  the  your  consistent  and  steadfast  support  for  the 
U.S. -Israel  relationship  and  particularly  for  this  vital  aid  program. 

You  are  seeing  the  results  of  your  support  every  day  that  the 
parties  to  the  Arab-Israeli  conflict  are  meeting  at  the  negotiating 
table  and  not  on  the  battlefield. 

This  year  will  be  decisive  in  determining  whether  there  will  be 
a  comprehensive  end  to  the  decades-old  Arab-Israeli  conflict.  I  urge 
your  continued  support  in  this  decisive  year  for  a  program  that 
does  so  much  to  advance  U.S.  interests  and  does  it  so  effectively 
and  efficiently. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Sher  appears  in  the  appendix.] 

The  Chairman.  Thank  you,  Mr.  Sher. 

Miss  Lowery-Derryck,  I  appreciate  your  consolidating  your  re- 
marks. 

And,  again,  you  may  wish  to  submit  your  full  statement,  and  we 
would  welcome  your  reducing  your  remarks  to  5  minutes. 

STATEMENT  OF  VIVIAN  LOWERY-DERRYCK,  PRESIDENT, 
AFRICAN-AMERICAN  INSTITUTE 

Ms.  Lowery-Derryck.  Thank  you,  Mr.  Chairman.  I  appreciate 
the  opportunity  to  share  views  with  you  on  this  important  foreign 
policy  debate. 

I  thank  you,  too,  for  your  invitation  to  Greneral  Obasanjo. 

I  have  been  asked  to  offer  my  views  on  the  proposed  consolida- 
tion of  various,  currently  discreet  U.S.  foreign  affairs  agencies 
under  the  Secretary  of  State  and  to  discuss  the  impact  of  proposed 
budget  cuts  on  both  Africa  and  the  organization  which  I  head,  the 
African-American  Institute.  And  I  have  presented  written  testi- 
mony so  that  my  full  remarks  can  be  entered  into  the  record. 

I  begin  with  three  points,  Mr.  Chairman:  First  that  voluntary  or- 
ganizations are  now  a  very  vital  component  in  U.S.  foreign  affairs 
decisionmaking.  We  have  a  unique  comparative  advantage. 

Second,  U.S.  technical  assistance  and  aid  has  been  cost-effective. 
And  it  has  been,  really,  a  minuscule  part  of  the  budget. 

Criteria  for  assistance  should  be  re-examined  and  redefined,  but 
not  the  function  itself. 

And,  third,  there  is  a  need  for  a  separate  authorization  for  Afri- 
ca, no  matter  how  the  foreign  affairs  account  is  reorganized. 


22 

In  this  post-Cold  World  of  flux  and  uncertainty,  you  simply  can- 
not have  a  safe  world  if  a  whole  continent  languishes.  The  United 
States  needs  a  coherent  vehicle  through  which  to  offer  aid  to  Afri- 
ca. And  that  is  the  Development  Fund  for  Africa. 

In  terms  of  restructuring  U.S.  foreign  affairs  agencies  and  insti- 
tutions, it  is,  of  course,  vitally  important  to  do  so.  Virtually  every 
informed  person  realizes  that  there  are  significant  savings  that  can 
be  realized. 

The  two  current  proposals  under  consideration,  the  plan  offered 
by  the  administration  as  proposed  by  Vice  President  Gore  in  Co- 
penhagen, and  the  plan  enunciated  by  Senator  Helms  2  weeks  ago, 
would  go  a  long  way  toward  beginning  this  whole  process  of  review 
and  reorganization. 

I  base  my  remarks  on  four  assumptions,  first  that  U.S.  PVO's  are 
integral  and  growing  part  of  U.S.  development  and  humanitarian 
assistance  delivery;  second,  that  PVO's  need  and  will  continue  to 
need  the  U.S.  Government's  financial  support  to  do  well  their  job 
of  delivering  first-rate  technical  assistance  at  the  grassroots  and 
sometimes  governmental  levels. 

Third,  U.S.  PVO's  are  a  critical  factor  in  democratic  transitions 
that  are  taking  place  worldwide.  They  have  been  a  source  of  infor- 
mation and  a  source  of  support  for  pro-democracy  forces. 

And,  fourth,  given  their  on-the-ground  involvement  and  reliable 
sources  of  information,  PVO's  can  make  a  meaningful  contribution 
to  policy  formulation  and  should  be  included  in  policy-level  discus- 
sions. 

The  New  Partnership  Initiative  aims  at  strengthening  the  role  of 
nongovernmental  organizations  in  development  assistance. 

The  Initiative  seems  to  address  the  priorities  that  have  been 
enunciated  by  the  administration.  Senator  Helms,  Senator  McCon- 
nell,  and  others.  Because  the  proposal  addresses  the  point  that  one 
has  to  have  strong,  viable  civil  societies  to  develop  the  robust  mar- 
ket economies  in  which  individual  citizens  have  confidence  before 
we,  the  United  States,  can  have  viable  trading  partners. 

I  cannot  really  comment  further  on  our  New  Partnership  Initia- 
tive because  we  really  do  not  have  a  lot  of  information  on  it. 

In  terms  of  Senator  Helms'  proposal,  again,  I  am  not  privy  to  ex- 
tensive information.  However,  the  proposal  does  raise  some  ques- 
tions. 

I  have  said — and  I  truly  think  that  we  all  believe — that  PVO's 
are  an  important  policy  instrument.  But  how  does  that  relationship 
fit  into  the  new  International  Development  Foundation?  How  do 
views  get  conveyed? 

And  I  question  whether  that  is  through  the  American  desk  or 
through  some  other  instrumentality  within  the  new  International 
Development  Foundation. 

But,  secondly,  there  is  no  clearcut  demarcation  between  the  gov- 
ernment's role  and  NGO's  roles. 

Some  of  the  most  effective  PVO  work  is  activity  in  which  the 
U.S.  PVO  and  the  host  government  work  collaboratively. 

For  instance,  AAI  is  very  active  in  democratization.  One  aspect 
of  democratization  is  election  observations,  in  which  we  work  with 
NGO's  and  political  parties  as  well  as  the  host  government. 
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Now,  does  that  kind  of  activity  fall  into  NGO  activity  of  the  New 
Foundation?  Or  since  elections  are  state-run,  would  such  an  activ- 
ity be  housed  under  the  Under  Secretary  for  Policy  at  State? 

Thirdly,  PVO's  sound  the  alarm  in  terms  of  human  rights  viola- 
tions. Our  response  to  egregious  violations  of  human  rights  and 
human  suffering  has  always  been  an  important  factor  in  allies'  and 
adversaries'  interpretations  of  U.S.  policies.  So  how  would  those 
kind  of  PVO  concerns  with  human  rights  be  addressed  in  the  Foun- 
dation? 

And,  finally,  at  least  for  AAI,  the  sunset  provision  is  particularly 
troublesome  because  there  will  still  be  a  need  for  aid  to  countries 
in  the  poorest  parts  of  the  developing  world  in  20  years,  and  there 
will  undoubtedly  be  cases  where  political  relationships  will  dictate 
some  aid. 

When  I  step  back  and  look  at  the  reorganization  in  terms  of  Afri- 
ca, I  note  that  its  needs  and  potential  of  the  continent  are  unique. 
Failed  states,  such  Zaire  and  Somalia,  may  obfuscate  the  real 
progress  that  has  been  made.  But  low  literacy,  high  infant  mortal- 
ity, and  inadequate  nutritional  intake,  decayed  infrastructure,  a 
frustrated  entpreneurial  class  really  do  demand  a  comprehensive 
approach  to  development  and  a  long-term  commitment. 

I  recommended  that  there  be  a  continuation  of  the  concept  of  a 
Development  Fund  for  Africa  as  a  separate  allocation  within  either 
the  New  Partnership  Initiative  or  in  the  proposed  International  De- 
velopment Foundation. 

I  strongly  agree  that  aid  to  Africa  should  be  directed  at  those 
countries  that  are  democratizing  and  seeking  to  revamp  their 
economies  to  a  market  orientation. 

But  these  countries  dot  the  continent  from  Benin  to  Malawi,  to 
Ghana,  to  Zambia,  to  Uganda. 

My  point  is  that  whatever  shape  reform  takes,  let  us  not  lose 
sight  of  the  urgency  for  a  dedicated  sum  to  help  this  continent  of 
great  need  and  great  potential. 

We  believe  that  a  separate  foreign  assistance  function  is  bene- 
ficial to  Africa.  I  have  amplified  my  reasons  for  that  within  written 
testimony,  but  I  will  just  reiterate  two  of  the  points  here. 

One  is  that  long-term  foreign  policy  objectives  and  long-term 

Mrs.  Meyers.  Mr.  Chairman,  could  we  ask  the  witness  to  speak 
more  directly  into  the  microphone,  please?  We  are  having  difficulty 
hearing. 

Ms.  Lowery-Derryck.  I  am  going  to  repeat  one  point  because  I 
think  it  is  just  so  important. 

I  strongly  agree  that  aid  to  Africa  should  be  directed  to  those 
countries  that  are  democratizing  and  seeking  to  revamp  their 
economies  to  a  market  orientation. 

But  my  point  is  that  whatever  shape  reform  takes,  let  us  not  lose 
sight  of  the  need  and  the  urgency  for  a  dedicated  sum  to  help  this 
continent. 

We  believe  that  a  separate  foreign  assistance  function  is  bene- 
ficial to  Africa.  First,  because  long-term  foreign  policy  objectives 
and  long-term  development  goals  may  be  compatible,  but  short- 
term  means  may  differ.  If  merged,  programs  which  have  yielded 
long-term  positive  results  may  be  sacrificed  for  short-term  needs. 
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For  example,  for  the  past  28  years,  AAI  has  run  a  program  in 
which  more  than  3,000  Africans  have  earned  higher  degrees  in  the 
United  States.  These  U.S. -trained  persons  have  returned  to  their 
own  countries  and  made  enormous  contributions  to  development. 

If  the  program  had  been  subjected  to  short-term  policy  consider- 
ations, we  would  not  have  reaped  these  benefits  in  countries  as  di- 
verse as  Ethiopia,  Benin,  Malawi,  and  Nigeria 

The  Chairman.  Ms.  Lowery-Derryck,  if  you  would,  forgive  us  for 
interrupting  you. 

Some  of  our  members  have  convened  to  take  up  a  measure  that 
is  before  us.  And  then  we  will  interrupt  for  a  few  moments  and 
then  come  back  to  your  testimony. 

[Recess.] 

Mr.  Smith.  The  committee  will  reconvene. 

I  was  asked  by  Chairman  Oilman  to  continue  the  hearing  this 
morning.  And  I  would  just  like  to  beg  the  indulgence  of  the  wit- 
nesses who  are  at  the  table.  We  have  had,  obviously,  a  major  dis- 
ruption both  with  the  vote  and  the  vote  on  the  resolution  dealing 
with  Taiwan  and  President  Lee. 

I  would  also  ask  for  your  indulgence  as  well.  Professor  Simon  has 
a  debate  that  he  is  scheduled  to  be  the  lead  participant  in  and  can 
only  stay  for  a  few  more  minutes.  He  was  scheduled  for  the  11 
o'clock  panel. 

So  if  you  do  not  mind,  then  we  will  get  right  back  to  the  regular 
order  and  ask  you  to  proceed. 

Julian  Simon  teaches  Business  Administration  at  the  University 
of  Maryland.  His  main  interest  is  the  economic  effects  of  population 
changes.  He  is  the  author  of  "The  Ultimate  Resource"  and  "Popu- 
lation Matters." 

And  we  are  very  pleased  to  welcome  him  to  the  committee.  Your 
full  statement  will  be  made  a  part  of  record,  but  you  may  proceed 
as  you  wish. 

STATEMENT  OF  JULIAN  SIMON,  PROFESSOR,  UNIVERSITY  OF 

MARYLAND 

Mr.  Simon.  Mr.  Chairman,  thank  you  for  the  opportunity  to  come 
and  comment  on  population  assistance. 

In  a  perfect  world,  a  person  giving  testimony  here  before  your 
committee  could  know  his  or  her  own  personal  beliefs  would  not 
matter  at  all  in  how  the  testimony  is  heard. 

But  it  is  not  a  perfect  world  yet.  So  I  want  to  tell  you  that  I  am 
not,  in  principle,  against  individuals  using  contraception.  I  am  not 
against  government  agencies  assisting  people  to  avoid  births. 

In  fact,  I  think  that  helping  couples  achieve  the  family  size  they 
want,  whether  that  is  helping  the  infertile  to  get  the  children  that 
they  want,  or  the  fertile  having  no  more  children  than  they  want, 
I  think  that  is  one  of  the  great  good  works  of  society. 

But  I  believe  that  governments  should  not  intervene  in  the  choice 
that  people  make. 

So  once  we  get  beyond  the  statement  of  principle,  then  we  get 
down  to  the  hard  problems  of  how  to  decide  about  the  allocation 
of  resources. 

And  we  have  to  decide  whether  it  is  wise  decision  to  spend  gov- 
ernment funds  on  population  assistance  rather  than  some  other  ac- 
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tivities,  such  as  health  programs  in  poor  countries  or  even  allowing 
U.S.  taxpayer  to  spend  their  own  earnings. 

So  it  is  sensible  to  seek  some  guidelines,  how  should  we  make 
allocation  decision?  And  what  are  the  reasonable  grounds  for  giving 
foreign  aid?  But  economics  does  not  supply  us  any  criteria. 

Theodore  Schultz,  a  Nobel  prize-winning  economist  says:  "There 
is  no  generally  accepted  economic  rationale  for  foreign  aid." 

So  I  would  hazard  the  following  test  to  you.  I  would  say  that  as- 
sistance or  charity  is  appropriate  when  the  following  conditions  are 
present:  First,  the  recipient  person  or  nation  needs  the  help;  sec- 
ond, the  recipient  wants  the  help;  third,  the  gift  will  not  have  bad 
effects  in  the  long  run  upon  the  recipients;  fourth,  the  assistance 
will  be  used  reasonably  efficiently;  and,  fifth,  the  charity  will  not 
produce  hate  toward  the  giver. 

We  should  test  population  assistance  against  all  those  criteria. 

Before  attacking  those  criteria,  though,  I  want  to  say  something 
about  the  relationship  of  population  growth  to  economic  develop- 
ment. 

And  this  discussion  is  necessary  because,  along  with  all  their 
talk  about  volunteerism,  the  State  Department's  AID  and  the 
World  Bank,  and  the  United  Nations'  Fund  for  Population  Activi- 
ties and  Population  Organizations,  they  argue  the  countries  need 
to  slow  their  rates  of  population  growth  in  order  to  speed  economic 
developments. 

And  they,  therefore,  justify  population  assistance  on  those 
grounds,  including  strong  measures  of  persuasion  and  coercion  that 
go  beyond  volunteerism. 

The  most  important  evidence  about  the  affect  of  population 
growth  of  economic  development  are  the  global  correlations  be- 
tween the  rate  of  population  growth  of  particular  countries  and  the 
rate  of  development.  And  those  are  the  data  that  first  shook  my 
own  conventional  belief  in  1967  that  we  needed  to  lower  the  rate 
of  population  growth. 

We  have  now,  perhaps,  20  competent  statistical  studies.  The  first 
one  was  in  1967  by  Nobel  prize  winner  Simon  Kuznets. 

And  the  basic  method  is  you  gather  data  on  each  country's  popu- 
lation growth  and  you  gather  data  on  each  country's  economic  de- 
velopment and  you  see  whether  there  is  a  relationship:  Do  the 
countries  that  have  fast  population  growth  have  slow  economic  de- 
velopment? Do  you  see  that  the  ones  that  have  slow  population 
growth  have  high  economic  development? 

And  the  answer  is:  No.  The  consensus  of  all  of  these  studies  is 
population  growth  is  not  statistically  associated  with  economic  de- 
velopment. 

You  can  find  exceptions.  But  it  is  the  genius  of  statistical  infer- 
ence for  us  to  be  able  to  form  some  generalizations  over  and  beyond 
the  exceptions. 

We  have  more  dramatic  evidence  from  three  countries  that  were 
split  up  after  World  War  II:  North  and  South  Korea,  East  and 
West  Germany,  Taiwan  and  China.  They  are  split  up  into  two 
parts:  Market-based  economies,  socialist  economies. 

As  you  all  know,  the  results  were  enormously  different.  The  mar- 
ket-based economies  did  much  better  in  every  way. 
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Now,  those  countries  all  started  with  the  same  language,  the 
same  history,  the  same  culture,  the  same  birth  rates.  And  yet  the 
differences  were  very  different. 

So  we  see  that  it  is  the  form  of  government  that  matters  in  eco- 
nomic development  and  not  the  rate  of  population  growth. 

Now  let  us  turn  to  the  criteria  for  economic  aid. 

In  ordinary  welfare  programs,  we  usually  have  a  means  test.  We 
say  that  a  person  who  owns  a  yacht  is  not  an  appropriate  recipient 
for  welfare.  And  then  a  similar  test  should  be  applied  to  nations. 

So  what  I  did  was  I  tabulated  the  data  on  expenditures  for  de- 
fense for  various  countries  and  the  expenditures  on  birth  control 
from  public  programs. 

And  the  expenditures  for  birth  control  are  only  a  tiny  fraction  of 
the  expenditures  for  defense.  So  it  is  very  clear  that  if  governments 
have  any  need  for  this  kind  of  assistance,  by  subtracting  a  very  lit- 
tle bit  from  the  defense  budget  is  plenty  for  all  the  family  planning 
expenditures  they  want  to  make. 

So  here  it  would  seem  that  if  the  potential  recipient  countries  do 
not  have  yachts,  they  at  least  have  gun  boats.  And  a  little  less  gun 
boats  would  supply  all  the  expenditures  necessary  for  population 
assistance. 

To  a  considerable  extent,  also,  the  expenditures  do  not  go  to  cou- 
ples. They  go  to  agencies  abroad  and  at  home  and  they  go  for  per- 
suasion and  coercion  rather  than  for  services. 

Let  me  relate  to  you  one  anecdote  about  our  Government's  use 
of  persuasion  and  coercion  as  part  of  population  assistance. 

Joseph  Califano  writes  this  about  L3aidon  Johnson:  "Johnson  re- 
peatedly rejected  the  unanimous  pleas  of  his  advisors  from  Sec- 
retary of  State  Dean  Rusk,  to  National  Security  Advisor  Walt 
Rostow  to  ship  wheat  to  the  starving  Indians  during  the  1966  fam- 
ine. He — Johnson — demanded  that  the  Indian  Government  first 
agree  to  mount  a  massive  birth  control  campaign.  The  Indians  fi- 
nally moved,  and  Johnson  released  the  wheat  over  a  sufficiently  ex- 
tended period  to  make  certain  the  birth  control  program  was  off  the 
ground." 

When  reminded  of  such  incidents,  officials  at  AID  routinely 
admit  that  they  occurred  in  the  past;  but  they  say  they  do  not  hap- 
pen anymore.  But  this  series  of  events  gives  the  lie  to  this  history. 

Secondly,  do  the  potential  recipients  want  the  assistance? 

If  people  want  something,  they  will  allocate  their  own  resources 
to  that  good.  They  do  not  want  enough  to  allocate  a  tiny  proportion 
of  their  defense  expenditures  to  family  planning  expenditures. 

You  ask  the  foreign  politicians,  and  they  say  they  want  the  ex- 
penditures. No  surprise  there.  Imelda  Marcos  also  wanted  expendi- 
tures, but  they  wound  up  in  shoes  and  not  in  assistance  to  individ- 
ual couples. 

Does  the  assistance  do  harm? 

Yes,  the  assistance  does  harm.  The  most  important  harm  the  for- 
eign aid  population  assistance  does  it  confuses  the  policymakers. 
The  policymakers  think  that  it  is  population  control  that  will  lead 
toward  economic  development  instead  of  the  form  of  government. 

And  for  25  years  our  key  institutions,  such  as  the  World  Bank 
and  AID  and  others,  have  mis-analyzed  economic  development  be- 
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cause  they  have  been  focusing  on  population  control  and  assistance 
rather  than  upon  the  form  of  government. 

Efficiency,  a  fourth  criterion.  I  will  leave  that. 

Fifth  criterion:  Does  the  aid  lead  to  hate  for  us? 

It  sure  did  in  India,  and  it  has  done  so  in  Indonesia  and  in  other 
countries  as  well. 

So  I  will  conclude  by  saying  that  misplaced  belief  that  population 
growth  slows  economic  developments  and  that  population  assist- 
ance is  necessary  has  been  the  basis  for  inhumane  programs  of  co- 
ercion and  the  denial  of  personal  liberty  in  one  of  the  most  valued 
choices  a  family  can  make,  the  number  of  children  it  wishes  to  bear 
and  raise. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Simon  appears  in  the  appendix.] 

Mr.  Smith.  Thank  you,  very  much.  Professor  Simon. 

And,  again,  not  to  infringe  upon  the  witnesses  that  were  already 
in  progress. 

Mr.  Simon.  Thank  you.  And  please  forgive  me. 

Ms.  Lowery-Derryck.  OK. 

Mr.  Smith.  And,  Ms.  Lowery-Derryck,  if  you  could  conclude  your 
testimony. 

Ms.  Lowery-Derryck.  Thank  you,  Mr.  Chairman. 

I  had  made  three  points.  One  that  PVO's  are  vital  to  foreign  as- 
sistance and  to  foreign  policy;  two,  that  AID  is  cost  effective;  and, 
three,  no  matter  how  we  think  about  the  reorganization  of  the  for- 
eign affairs  agencies,  there  needs  to  be  a  special  discreet  fund  for 
Africa. 

I  also  believe  that  USIA  should  remain  as  a  separate  agency.  It 
has  a  unique  raison  d'etre  in  fostering  public  diplomacy.  And  that 
has  really  become  much  more  important  at  the  end  of  the  cold  war 
period.  We  have  multiple  publics  that  are  springing  up  in  many 
countries. 

The  United  States,  through  a  variety  of  successful  USIA  pro- 
grams, really  does  have  an  unparalleled  access  to  leading  members 
of  civil  societies  and  other  countries.  And  we  should  not  lose  that 
advantage. 

The  last  part  of  my  testimony  focuses  on  the  effects  of  cuts  of  aid 
to  Africa. 

Rather  than  cut  foreign  assistance,  I  would  urge  retention  of  the 
150  Account  at  $13.5  biUion,  which  is  already  a  decrease  of  $1  bil- 
lion from  initial  requests. 

Foreign  assistance  is  in  the  national  interest  of  the  United 
States.  We  cannot  build  our  own  robust  economy  without  viable 
trading  partners  worldwide. 

Disease,  famine,  drugs,  know  no  boundaries.  And  if  we  do  not  as- 
sist other  nations  with  population,  family  planning,  stemming  envi- 
ronmental degradation,  and  provide  educational  and  training  op- 
portunities, we  are  going  to  pay  the  price  later. 

For  Africa,  these  cuts  would  be  absolutely  devastating.  But  the 
cuts  would  also  redound  very  badly  to  the  United  States.  They 
would  result  in  fewer  viable  trading  partners,  a  reduced  security 
safety  net,  the  loss  of  returns  on  significant  investments  in  training 
African  manpower  and  an  erosion  of  American  moral  fiber  and  so- 
cial cohesion. 
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If  we  want  these  robust  democratic  trading  partners,  it  is  in  our 
economic  interests  to  foster  the  growth  of  viable  market-oriented 
economies  in  other  nations. 

Forty-three  of  the  50  top  buyers  of  U.S.  goods  were  once  foreign 
aid  recipients.  The  developing  world  is  the  largest  trading  partner 
of  the  United  States.  U.S.  exports  to  Africa  totaled  $4.4  billion  in 
1994,  while  total  assistance  under  the  DFA  was  only  $786  million. 

In  the  bipolar  world  of  the  haves  and  the  have-nots,  the  greatest 
danger  facing  the  United  States  is  that  without  development  as- 
sistance, many  fragile  countries  will  degenerate  into  failed  states. 
And  when  they  become  regional  destabilizers,  the  United  States  is 
likely  to  intervene  at  far  greater  costs  than  any  aid  program. 

Burundi  is  really  an  excellent  example.  Sooner,  or  later,  the 
United  States  is  going  to  become  involved,  if  not  for  humanitarian 
and  moral  reasons,  than  because  the  diseases  alone  that  are  bred 
in  refugee  situations  are  likely,  ultimately,  to  threaten  our  safety. 

Diseases  know  no  boundaries. 

The  United  States  has  strategic  interests  in  Africa  as  well.  Egypt 
is  the  only  African  country  to  share  a  border  with  Israel;  while 
Senegal,  Kenya,  and  Ethiopia,  all  offer  U.S.  military  strategically 
important  staging  rights. 

Nigeria  is  the  fifth  largest  supplier  of  oil  to  the  United  States, 
with  exports  of  $4.2  billion  in  oil  to  us  in  1994.  20  percent  of  all 
U.S.  crude  oil  comes  from  sub-Saharan  Africa — or  came  from  sub- 
Saharan  Africa  last  year.  The  United  States  has  invested  in  eco- 
nomic, education,  and  other  sectoral  developments  that  has  yielded 
very  high  results.  It  has  been  cost  effective. 

U.S.  exports  to  Africa  have  increased  in  7  of  the  last  9  years.  It 
is  estimated  that  every  $1  billion  in  exports  adds  19,000  new  jobs 
in  the  United  States,  doubling  our  exports  to  Africa  would  create 
nearly  85,000  jobs  here  at  home. 

U.S.  support  of  democratization  has  paid  off  in  12  new  democ- 
racies. For  example,  our  very  minimal  investment  in  Benin  of 
$200,000  in  the  1990-1991  elections  has  resulted  in  a  new  democ- 
racy that  has  been  a  key  ally  in  fora  ranging  from  the  Human 
Rights  Commission  to  discussions  of  extension  of  the  nonprolifera- 
tion  treaty. 

We  also  see  measurable  results  in  traditional  sectoral  develop- 
ment, ranging  from  family  planning  to  increased  agricultural  pro- 
ductivity. 

As  I  mentioned,  the  African-American  Institute  administers  a 
graduate  fellowship  program  known  now  as  ATLAS. 

Cuts  to  the  DFA  would  mean  reduced  opportunities  to  build  link- 
ages through  these  kinds  of  educational  exchanges. 

It  would  mean  less  contact  and  less  exchange  of  information, 
which  would  create  political  vacuums  with  unforeseen  cir- 
cumstances. 

Finally,  Mr.  Chairman,  there  is  the  moral,  humanitarian  com- 
mitment to  foreign  assistance  for  Africa. 

The  American  citizenry  prides  itself  on  its  humanitarianism; 
therefore,  foreign  assistance  has  not  only  strategic  but  domestic  in- 
terest implications.  Cuts  to  Africa  weaken  our  moral  fiber. 

Aid  to  Africa  is  of  special  concern  to  black  Americans.  All  of  us, 
as  Americans,  are  in  a  profound  crisis  in  our  own  civil  society.  We 
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are  in  a  continuing  debate  that  is  reaching  crisis  proportions  over 
civil  rights  in  this  country.  Each  and  every  day  in  the  newspaper, 
front  page,  we  see  an  example  of  the  debate  that  we  are  now  hav- 
ing. 

Black  Americans  are  already  under  siege  vis-a-vis  Affirmative 
Action.  Cutting  aid  to  Africa  will  confirm  the  belief  that  we  are 
viewed  as  dispensable. 

In  conclusion,  Mr.  Chairman,  for  national  security  interest,  for 
our  economic  interest,  and  to  maintain  our  vision  of  ourselves  as 
an  insightful  friend  of  progressive  peoples  in  need,  I  would  urge 
that  we  maintain  development  assistance  to  Africa,  targeting  our 
monies  to  those  countries  that  have  demonstrated  their  commit- 
ment to  democratic  reforms,  popular  participation,  adherence  to  the 
rule  of  law,  and  shifts  to  market-based  economies. 

Finally,  Mr.  Chairman,  I  thank  you  for  convening  this  hearing, 
which  is  really  the  best  spirit  of  a  vibrant  democracy.  And  the  de- 
bate that  just  took  place  and  the  vote  on  the  issue  of  the  Taiwanese 
President,  really  does,  to  me,  symbolize  what  a  strong  democracy 
we  are  and  our  need  to  help  other  countries  achieve  that  same  vi- 
brancy. 

We  have  solicited  opinions,  weighed,  the  evidence,  and  made  de- 
cisions all  with  full  transparency. 

I  appreciate  the  opportunity  to  participate  and  to  share  the  views 
of  an  important  constituency  of  Americans. 

[The  prepared  statement  of  Ms.  Lowery-Derryck  appears  in  the 
appendix.] 

Mr.  Smith.  Ms.  Lowery-Derryck,  thank  you  very  much  for  your 
testimony.  And  when  the  record  is  read  and  the  disruptions  that 
you  have  gone  through  are  seen  by  those  who  read  the  full  record, 
it  will  be  a  very  interesting  read;  because  I  think  you  are  in  at 
least  three  or  four  places  now  throughout  the  hearing  record  today. 
But  I  do  thank  you  for  your  testimony.  And,  again,  your  full  state- 
ment will  be  made  a  part  of  the  record  without  objection  by  any- 
body on  the  committee. 

Ms.  Lowery-Derryck.  Thank  you. 

Mr.  Smith.  Our  next  witness  will  be  John  Fox,  who  is  the  Direc- 
tor of  the  Open  Society  Institute  in  the  Washington  Office  and  is 
part  of  the  Soros  Foundation  network,  which  is  a  leading  supporter 
of  independent  media,  education,  and  legal  reform,  and  humani- 
tarian and  human  rights  projects  in  Central  and  Eastern  Europe 
and  the  former  Soviet  Union. 

Mr.  Fox  worked  at  the  World  Bank  from  1993  to  1994  in  the  Eu- 
rope and  Central  Asia  region,  concentrating  on  the  former  Soviet 
Union.  He  was  a  member  of  the  policy  planning  staff  of  the  L^.S. 
Department  of  State  from  1989  to  1993. 

Prior  to  his  government  service,  he  worked  in  the  nongovern- 
mental community  specializing  in  East  European  and  Soviet  af- 
fairs. 

Mr.  Fox  completed  his  undergraduate  degree  at  Princeton  Uni- 
versity and  did  graduate  work  at  Oxford  University. 

Mr.  Fox. 
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STATEMENT  OF  JOHN  FOX,  DIRECTOR,  WASHINGTON  OFFICE, 
OPEN  SOCIETY  INSTITUTE 

Mr.  Fox.  The  Open  Society  Institute  and  the  Soros  Foundations 
have  been  deeply  engaged  in  the  transition  from  centrally  planned 
economies  to  what  we  all  hope  will  be  market-based  democracies  in 
Central  and  Eastern  Europe  and  the  former  Soviet  Union  for  many 
years. 

Mr.  Soros,  as  you  may  know,  each  year  puts  up  several  hundred 
million  dollars  of  his  own  money  and  equally  important,  I  think,  a 
vast  amount  of  his  own  time  in  promoting  human  rights,  ethnic  tol- 
erance, democracy,  and  market  economy  in  the  region. 

We  have  a  very  good  perspective,  I  think,  on  what  others  are 
doing  in  the  region.  We  have  a  lot  of  partnerships  with  U.S.  agen- 
cies, international  agencies,  nongovernmental  actors.  And  our  own 
philosophy  of  work  in  the  region  has,  I  think,  changed  somewhat 
in  the  last  couple  of  years. 

Mr.  Soros  has,  initially,  I  think,  along  with  a  lot  of  other  people 
who  have  been  working  in  the  region,  saw  the  transitions  as  taking 
3,  4,  5  years. 

Now  he  likes  to  say  that  it  really  requires  a  Biblical  requirement 
of  40  years,  that  this  is  going  to  be  a  longer  transition  that — just 
as  the  post-war  transition  in  Europe  really  required  a  very  strong 
and  sustained  U.S.,  political,  economic  and  security  commitment  of 
40  years  and  more — so  too,  the  transition  of  the  rest  of  Europe,  the 
second  half  of  Europe,  requires  no  less.  In  some  ways,  it  is  even 
more  difficult,  and  an  equally  important  transition. 

The  stakes  are  very  high.  We  are  now  5  years  into  the  transition. 
We  have  two  highly  competitive  models,  if  you  will,  examples,  that 
are  out  there.  And  the  one,  of  course,  that  we  have  all  favored  and 
worked  for  is  epitomized  by  Lech  Walesa,  Vaclav  Havel,  and  the 
democratic  revolution  of  1989. 

The  second  is  increasingly  threatening,  and  we  feel  this  very 
strongly  on  the  ground.  That  example  is  not  the  building  of  the 
civic  society,  not  the  multi-ethnic  state,  but  the  ethnically  purified 
state,  the  aggressively  nationalist  state,  which  is  closed  in  just 
about  every  way — really  the  antithesis  of  not  just  what  we  have 
been  working  for  the  last  few  years  in  the  region  but,  indeed,  what 
we  have  been,  I  think,  and  our  antecedents  had  been  working  to 
try  to  overcome  for  generations  in  Europe. 

So  we  see — I  have  to  say,  as  clearly  as  possible — ^we  see  a  retreat 
of  American  influence  and  presence  in  the  region,  which  is  lamen- 
table and  worrisome. 

You  hear  this  a  great  deal  in  the  region  from  people  who  have 
been  deeply  engaged  in  the  transitions,  the  reformers,  people  who 
have  put  their  lives  on  the  line — people  who  go  into  the  ministries 
and  write  in  newspapers  and  support  the  independent  initiatives 
that  are  in  some  ways  no  less  risky  than  they  have  been  at  times 
in  the  past. 

They  are  feeling  increasingly  bereft  of  U.S.  presence.  And  I  think 
it  is  in  this  context  that  that  U.S.  foreign  assistance  to  the  region 
is  perhaps  even  more  s3nnbolic  as  well  as  actually  important  on  the 
ground  than  it  was  even  a  couple  of  years  ago. 
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It  is  no  secret  that  there  is  not  the  leadership  from  the  top  of 
the  TJ.S.  administration  on  this  region  that  many  of  us  would  like 
to  see.  That  has  affects  on  the  ground. 

We  recognize  that  there  is  competition,  there  is  global  competi- 
tion for  U.S.  resources  and  political  attention  and  energy.  But  what 
has  emerged  in  too  many  capitals  of  the  region  is  kind  of  a  vacu- 
um. And  you  feel  this,  again  in  dealing  with  American  diplomats 
who  are  increasingly  frustrated  themselves. 

So  the  stakes  are,  indeed,  high,  no  less  than  the  transformation 
of  the  region  and  the  ultimate  success  of  the  attempt  to  unify  Eu- 
rope. 

So  while  we  are  worried  and,  more  than  worried,  very  disturbed, 
at  the  ease  which  genocide  2ind  war  crimes  have  been  accepted — 
as  long  as  they  are  committed  by  determined  regional  hegemons, 
that  seems  to  be  enough.  We  press  on. 

We  have  foundations  in  just  about  every  one  of  the  transition 
countries.  They  are  nationally  run  foundations  run  by  locals,  pri- 
marily. And  what  we  are  getting  back  recently  is  also  increasingly 
disturbing.  There  are  more  and  more  attacks  on  the  independent 
media,  on  the  whole  concept  and  reality  of  the  independent  open 
society  itself.  We  sense  a  definite  upsurge  just  in  the  last  month, 
particularly  in  Serbia  but  also,  of  course,  Slovakia,  Belarus,  Roma- 
nia; the  list  gets  longer. 

So  it  is  a  very  mixed  picture.  And  I  will  just  say  a  few  words 
about  how  we  might  see  U.S.  assistance  fitting  into  this  very  mixed 
picture. 

It  is  terribly  important  for  people  not  to  lose  sight  of  the  demo- 
cratic aspirations  of  these  transitions  and  the  civic  ideal,  which  is 
the  only  one  that  can  really  sustain  these  countries  over  the  longer 
term,  since  most  of  them  are  multi-ethnic  and  they  will  fracture 
and  turn  to  civil  conflict  if  they  are  not  based  on  multi-ethnicity 
and  democracy. 

What  we  see  is,  perhaps,  too-great  economic  emphasis  in  the  U.S. 
assistance  effort. 

Given  what  is  out  there  from  the  multi-laterals,  from  the  Euro- 
pean Union  and  so  forth,  I  think  we  would  prefer  to  see  certainly 
as  large  a  complement  of  assistance  as  can  be  voted,  but  a  shift  in 
priorities.  The  job  of  consolidating  democracy  is  not  done. 

We  would  strongly  urge  that  the  U.S.  resume  its  earlier  efforts 
in  support  of  the  independent  media  in  the  region.  Very  little  is 
being  done  there.  This  is  an  iinportant  guarantor  of  certain  lib- 
erties, and  it  is  disappearing  in  the  region. 

We  are  certainly  the  largest  supporter  of  the  independent  media 
in  these  countries.  We  are  very  close  to  these  issues,  and  we  are 
getting  very  lonely.  There  is  basically  indifference  to  this  priority, 
as  far  as  we  can  tell,  in  the  U.S.  Government  these  days. 

As  concerns  the  reorganization  or  the  debate  about  the  reorga- 
nization of  foreign  assistance,  I  would  only  say  one  thing.  If  the 
State  Department  is  going  to  become  the  sole  instrument  of  U.S. 
foreign  assistance,  then  there  had  very  well  better  be  a  highly  au- 
tonomous, independently,  politically  protected  actor  administering 
the  democratic  assistance  programs. 

I  speak  from  much  experience.  The  State  Department  is  no  nec- 
essary friend  of  democracy,  particularly  when  it  is  a  cutting  edge 
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situation  in  this  region.  And  I  would  not  like  to  trust  the  tender 
mercies  of  the  Departmental  promotion  system  to  see  the 
implemention  of  these  programs  and  priorities  in  the  years  to 
come. 

The  National  Endowment  for  Democracy  could  be  such  an  en- 
hanced instrument.  I  think  that  the  interpolation  of  the  Agency  for 
International  Development  into  these  programs  over  the  last  couple 
of  years  has,  likewise,  not  been  very  productive. 

So  change  is  needed.  But  be  careful,  because  you  could  get  some- 
thing worse. 

A  couple  of  further  words  on  other  priorities.  There  are  some  real 
opportunities  right  now  with  the  opening,  finally,  of  Ukraine,  and 
the  dramatic  breakthroughs  in  economic  reform  in  which  we  have 
been  deeply  involved. 

There  is  an  extraordinary  opportunity,  very  like  the  opportuni- 
ties of  1990  and  1991  in  Poland  and  elsewhere  in  Central  Europe, 
to  ride  the  reform  train,  to  help  push  it. 

We  could  not  urge  too  strongly  in  your  considerations  of  the 
former  Soviet  Union  NIS  budget  that  you  target  as  much  assist- 
ance as  you  can  to  Ukraine.  It  is  a  very  good  investment  at  this 
point.  And  the  political  leadership  there  is  demonstrating  itself  to 
be  well  worth  the  confidence  that  we  are  giving  it. 

I  would  make  one  other  point — one  other  opportunity  that  we 
see.  And  that  is  the  possibility  for  more  support  of  cross-border  and 
regional  cooperation  projects  facilitating  trade  and  infrastructure 
development. 

Breaking  down  the  barriers  between  these  countries  is  very  im- 
portant. Erasing,  for  example,  the  former  Soviet  Union  line  which 
still  exists  in  a  lot  of  people's  minds,  is  terribly  important. 

U.S.  technical  assistance  could  be  targeted,  for  example,  to  pro- 
moting the  work  needed  to  develop  the  Visegrad  Free  Trade  Area 
in  conjunction  with  other  free  trade  areas  that  will  associate  them- 
selves with  the  North  America  and  European  trading  arrange- 
ments in  the  years  to  come. 

It  would  be  very  useful  for  U.S.  polic3rmakers — and  I  think  this 
will  have  to  come  from  the  Hill — to  help  link  the  more  advanced 
countries  in  the  region  into  the  international  trade  game,  because 
they  are  still  not  getting  there  fast  enough. 

A  final  point  about  the  costs  of  the  overall  security  environment 
and  the  failure  to  do  even  minimal — take  even  minimal  actions  on 
Bosnia.  This  has  very  real  assistance  consequences  as  well  as,  of 
course,  the  consequences  that  we  are  all  well  aware  of  for  U.S.  and 
NATO  credibility  and  destruction  of  transatlantic  values  and  insti- 
tutions. 

It  costs  a  lot  of  money  to  do  nothing.  And  I  would  urge  you  to 
do  a  global — get  a  global  fix  on  what  Bosnia  is  costing  the  U.S.  tax- 
payer. I  would  venture  to  say  it  is  over  $2  billion  a  year,  when  you 
add  up  the  peacekeeping,  the  refugee  assistance,  the  humanitarian 
aid,  air  drops,  no-fly  zones,  sanctions  enforcement,  AWACS  and  on 
and  on.  The  list  is  extraordinary,  and  the  costs  are  hidden,  largely; 
but  they  are  huge. 

And  what  you  get  time  and  again  when  the  rubber  hits  the  road 
on  specific  programs  of  merit — for  example,  in  the  southern  Bal- 
kans, where  we  desperately  need  to  have  a  reinforcement  of  the 
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moderate  states  and  the  moderate  political  forces  in  the  Southern 
Tier  before  it  is  too  late,  before  we  get  a  Balkan  War;  the  mod- 
erates are  still  there,  barely.  What  you  get  back  is,  "Well,  you 
know,  we  have  got  to  raise  another  $80  million  for  the  Bosnian 
Federation,  because,  that  is  the  color  of  the  month." 

Not  to  discount  the  needs  of  Bosnia.  They  are  huge.  But,  again, 
the  costs  of  inaction,  the  costs  of  illusion  about — that  we  can  keep 
this  conflict  away  from  us,  put  it  behind  us,  bury  it — are,  I  think, 
belied  by  simple  budgetary  numbers.  And  I  would  urge  you  to  get 
those  numbers.  There  are  cheaper  ways  to  do  it. 

[The  prepared  statement  of  Mr.  Fox  appears  in  the  appendix.] 

Mr.  Smith.  Thank  you  for  your  testimony.  And  it  is  a  very  good 
suggestion. 

Yesterday,  as  chair  of  the  Commission  on  Security  and  Coopera- 
tion in  Europe,  we  held  an  extensive  hearing  on  the  ongoing  geno- 
cide in  Bosnia. 

I  heard  from  the  top  people,  including  the  Pulitzer  Prize  winning 
journalist  who  broke  the  story  about  the  concentration  camps  for 
"Newsday,"  Mr.  Gutman,  who  really  had  some  powerful  things  to 
say. 

And  I  think  you  make  a  very  good  point:  No  policy,  is  a  policy 
because,  we  are  paying  for  a  lot  of  other  things.  And  it  may  approx- 
imate to  $2  billion  that  you  are  talking  about.  So  it  is  a  very  good 
suggestion. 

I  really  only  have  one  question.  And  we  will  submit  some  others 
for  our  distinguished  witnesses. 

Mr.  Sher,  each  year  we  provide  Israel  with  about  $3  billion  in  as- 
sistance. This  amount,  however,  has  remained  level  for  a  number 
of  years. 

Can  you  estimate  the  loss  to  Israel  that  has  been  caused  by  infla- 
tion since  this  number  has  been  pretty  much  set? 

Mr.  Sher.  I  do  not  have  a  dollar  figure.  But  there  is  no  question 
that,  in  real  terms,  because  the  number  has  remained  stagnant, 
the  spending  power,  if  you  will  has,  in  fact  been  decreasing  every 
year. 

I  mean,  we  are  urging  the  $3  billion  again  in  recognition  that  $3 
billion  this  year  is  not  the  same  as  $3  billion  last  year  or  the  year 
before  or  the  year  before  that. 

Mr.  Smith.  I  appreciate  that.  If  you  could  provide  that  for  the 
record,  because  I  think  there  are  some  who  would  suggest  that,  you 
know,  this  earmark  needs  to  be  downsized.  I  think  all  of  us  need 
to  be  reminded  of  the  history  of  why  this  money  was  provided  and 
the  importance  that  it  played  in  facilitating  Camp  David. 

Mr.  Sher.  Well,  the  estimate  is  that  over  the  last  10  years  it  has 
been  a  reduction  of  approximately  one-third.  So  it  is  sizable. 

Mr.  Smith.  I  thank  you  very  much. 

Mr.  Sher.  Thank  you. 

Mr.  Smith.  The  panel  is  dismissed.  And,  again,  I  thank  you  on 
behalf  of  my  colleagues  for  your  testimony  this  morning. 

As  the  next  panel  is  coming  up,  I  would  just  like  to  make  a  cou- 
ple of  brief  comments. 

First  of  all,  I  want  to  welcome  Ms.  Seymour  and  Ms.  Markell, 
who  will  address  international  assistance,  first  for  environmental 
science  and  then  for  population  control. 


34 

Let  me  just  observe  that  this  year  the  foreign  aid  budget  is 
caught  between  two  imperatives.  First  Congress,  is  determined  to 
reduce  spending  in  almost  every  area  in  an  effort  to  move  toward 
balanced  budgets. 

At  the  same  time,  some  of  us  are  determined  to  preserve  and 
even  increase  assistance  for  truly  essential  programs  such  as  child 
survival,  feeding  the  hungry,  and  curing  crippling  diseases. 

As  a  matter  of  fact,  Ms.  Lowery-Derryck,  I  think,  testified,  very 
persuasively  about  the  need  for  adequate  aid  to  Africa. 

I  happen  to  be  one  of  those  who  is  very  concerned  that  diseases 
and  malnutrition  in  sub-Saharan  Africa,  especially,  are  exploding. 
And  the  estimate  is  that  it  is  something  on  the  order  of  1  million 
children  die  from  malaria  in  Africa  alone. 

As  an  inevitable  result  of  these  imperatives,  every  foreign  assist- 
ance program  that  cannot  be  characterized  as  essential — and  this 
means  every  program  that  is  not  literally  a  life  or  death  issue — 
must  be  reexamined. 

In  the  case  of  environmental  assistance,  few  Americans  would 
question  the  value  of  programs  that  preserve  our  atmosphere,  our 
oceans,  and  our  rain  forests  and  other  natural  resource  that  tran- 
scend national  boundaries. 

Congress  is  duty-bound  to  inquire,  however,  whether  existing 
programs  are  genuinely  calculated  to  achieve  these  goals  and 
whether  they  achieve  them  economically  and  efficiently. 

International  population  control  is  a  different  story,  in  my  view. 
This  category  of  foreign  aid  now  euphemistically  called  "population 
assistance"  is  now  the  largest  single  category  in  our  Development 
Assistance  budget  and  also  the  fastest  growing. 

In  1995,  we  will  spend  about  $450  million  in  Development  As- 
sistance funds  on  population  control,  not  counting  at  least  $135 
million  from  other  accounts. 

The  question  of  proportionality  needs  to  be  raised.  I  would  sub- 
mit, isn't  it  backwards  to  be  spending  twice  as  much  on  population 
control  as  we  spend  on  child  survival  and  over  50  times  as  much 
on  population  control  as  we  spend  on  trying  to  cure  tropical  dis- 
eases such  as  malaria,  tuberculosis  and  Hanson's  disease. 

Finally,  does  the  end  justify  the  means?  Population  control  pro- 
grams may  once  have  been  mostly  about  providing  information 
about  contraception  and  providing  contraceptive  devices  to  people 
who  freely  choose  them.  Now  they  are  often  about  abortion  as  well. 

Many  Americans,  including  many  who  are  the  most  vigorous  sup- 
porters of  programs  that  save  lives  deeply  resent  having  their  tax 
dollars  spent  on  programs  that  kill  unborn  children. 

And  these  programs  are  often  foisted  on  cultures  which  are  deep- 
ly hostile  to  abortion,  which  regard  children  not  as  a  disease  to  be 
vanquished,  but  as  treasures  to  be  cherished. 

In  this  time,  even  when  the  most  essential  foreign  aid  programs, 
the  life  savings  programs  are  vulnerable,  the  fragile  coalitions  that 
support  these  essential  programs  must  stand  together. 

We  cannot  afford,  in  my  view,  to  expend  hundreds  of  millions  of 
dollars  on  programs  that  are  coalition  breakers.  If  foreign  aid  is  to 
be  saved — and  I  would  remind  everyone  here  that  it  is  truly  at 
risk — we  must  work  together  to  make  it  worth  saving. 
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Mr.  Smith.  I  would  like  to  introduce  first  to  testify,  Frances  Sey- 
mour who  is  a  Senior  Program  Officer  for  the  Development  Assist- 
ance Policy  at  the  World  Wildlife  Fund. 

She  is  responsible  for  policy  research  and  consultation  related  to 
major  bilateral  and  multilateral  development  assistance  institu- 
tions. 

Prior  to  joining  the  World  Wildlife  Fund,  Ms.  Seymour  spent  5 
years  in  Indonesia,  from  1987  to  1992,  with  the  Ford  Foundation's 
Southeast  Asia  Office  managing  a  grants  portfolio  related  to  for- 
estry, rural  development,  and  human  rights  issues. 

Her  previous  experience  includes  short-term  assignments  in  In- 
donesia, Nepal,  and  the  Philippines. 

Ms.  Seymour  holds  a  masters  degree  from  the  Woodrow  Wilson 
School  of  Public  and  International  Affairs  at  Princeton  University 
and  a  bachelor  of  science  degree  in  zoology  from  the  University  of 
North  Carolina.  Ms.  Seymour. 

STATEMENT  OF  FRANCES  SEYMOUR,  SENIOR  PROGRAM  OFFI- 
CER, DEVELOPMENT  ASSISTANCE  POLICY,  WORLD  WILD- 
LIFE FUND 

Ms.  Seymour.  Thank  you,  Mr.  Chairman. 

I  am  testifying  today  on  behalf  of  World  Wildlife  Fund,  the  larg- 
est private  organization  working  globally  for  the  conservation  of 
nature.  We  have  more  than  1.2  million  members  in  the  United 
States. 

Over  the  last  34  years.  World  Wildlife  Fund  has  undertaken  con- 
servation efforts  in  116  countries.  As  you  have  mentioned,  I  have 
spent  5  of  the  last  8  years  myself  in  Indonesia  and  so  can  speak 
from  first-hand  experience  about  the  importance  of  environmental 
programming  in  developing  countries. 

Rather  than  try  to  summarize  my  written  statement,  I  would 
like  to  simply  relate  some  good  news  and  some  bad  news  about  the 
international  environmental  challenges  facing  the  United  States. 

First  the  bad  news.  It  is  becoming  increasingly  clear  that  impor- 
tant U.S.  interests  are  directly  affected  by  economic  prosperity  and 
political  stability  in  the  developing  world  and  in  countries  in  tran- 
sition. In  turn,  that  prosperity  and  stability  are  directly  dependent 
on  maintenance  of  a  healthy  environment. 

Unfortunately,  the  natural  systems  that  support  human  societies 
around  the  world  are  under  siege.  Declining  soil  fertility,  deforest- 
ation, toxic  contamination,  competition  for  scarce  water  supplies 
are  constraining  the  economic  prospects  of  our  potential  trading 
partners. 

More  ominously,  they  threaten  to  precipitate  humanitarian  crisis 
and  even  violent  conflict  that  will  threaten  the  lives  of  the  people 
most  directly  involved  but  also  those  of  Americans  who  are  com- 
pelled to  intervene. 

And  if  that  were  not  enough,  we  now  recognize  that  there  are 
global  environmental  threats,  including  biodiversity  loss  and  cli- 
mate change  that  could  have  profound  and  direct  consequences  for 
the  United  States. 

Earlier  this  year,  a  huge  chunk  of  an  ice  shelf  in  the  Antarctic 
broke  off.  If  this  is  the  first  sign  of  the  melting  of  the  polar  ice  cap, 
we  could  be  in  for  a  sea  level  rise  that  could  cause  catastrophic 
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flooding  of  coastal  areas  of  the  United  States  as  well  as  completely 
submerging  several  small  island  nations. 

So  the  bad  news  is  that  environmental  degradation  beyond  our 
borders  directly  threatens  the  United  States. 

Now  for  the  good  news.  The  good  news  is  that  the  U.S.  Develop- 
ment Assistance  Program  has  proven  its  effectiveness  in  helping 
other  countries  to  address  environmental  threats. 

Let  me  mention  just  a  few  examples. 

The  Eco  development  program  in  Oaxaca,  Mexico,  is  a  good  ex- 
ample of  a  public-private  partnership  to  support  local  conservation 
efforts.  AID  has  provided  matching  funds  for  a  group  of  U.S.  and 
Mexican  NGO's  working  to  arrest  the  destruction  of  one  of  the  larg- 
est expanses  of  tropical  moist  forests  in  Mexico. 

Last  December,  the  state  government  officially  turned  over  man- 
agement of  41,000  hectares  of  land  to  local  communities,  thereby 
saving  the  forest  from  conversion  to  cattle  ranching  and  narcotics 
cultivation. 

AID  has  also  been  successful  in  developing  policies  and  institu- 
tions at  the  national  level  to  create  favorable  conditions  for  con- 
servation. In  West  Africa,  AID  has  encouraged  several  national 
governments  to  change  laws  devolving  responsibility  for  natural  re- 
source management  to  local  communities. 

Since  those  communities  depend  on  those  natural  resources  for 
their  survival,  they  have  every  incentive  to  manage  them  well. 

In  Southeast  Asia,  the  Foundation  for  the  Philippine  Environ- 
ment and  the  Indonesian  Biodiversity  Foundation  are  examples  of 
aid's  role  in  national-level  institution  building. 

These  foundations  will  provide  sustainable  financing  for  con- 
servation efforts  long  after  AID  programs  have  been  terminated. 

AID  has  also  provided  leadership  in  helping  recipient  countries 
deal  with  global  environmental  challenges.  To  cite  just  one  exam- 
ple, AID  has  supported  the  establishment  of  non-profit,  energy  effi- 
ciency centers  in  Central  and  Eastern  Europe. 

These  centers  now  facilitate  the  transfer  of  U.S.  energy  tech- 
nologies to  these  countries;  thereby,  both  helping  U.S.  business  and 
reducing  global  greenhouse  gas  emissions. 

I  could  go  on. 

But  first  a  word  about  reform.  Is  AID  in  need  of  reform?  Cer- 
tainly. But  the  initiatives  that  I  have  described  stand  in  stark  con- 
trast to  the  popular  image  of  foreign  aid  as  a  series  of  large,  ineffi- 
cient projects  that  benefit  only  the  government  agencies  and  the 
contractors  involved. 

These  programs  are  being  undertaken  in  cooperation  with  pri- 
vate groups  both  here  and  abroad,  and  have  proven  to  be  low-cost, 
effective  instruments,  and  do  a  good  job  at  addressing  environ- 
mental problems. 

An  even  higher  proportion  of  all  AID-supported  programs  will 
meet  this  standard  under  the  recently  announced  New  Partner- 
ships Initiative. 

Mr.  Chairman,  I  know  that  you  are  under  tremendous  pressure 
to  cut  funding  for  the  environment  and  other  development  pro- 
grams, that  you  are  considering  proposals  to  reorganize  several  for- 
eign affairs  agencies,  including  AID.  As  you  proceed  with  your  de- 
liberations, I  urge  you  to  keep  in  mind  two  points: 
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First,  that  environmental  threats  beyond  our  borders  do  jeopard- 
ize the  U.S.  national  interests,  and  that  modest  investments  now 
will  help  avert  enormous  costs  later. 

Second,  that  AID  is  doing  a  lot  of  good  things  in  its  environ- 
mental programming;  and  it  would  be  a  shame  to  throw  the  baby 
out  with  the  bath  water  in  the  rush  to  accelerate  reform. 

Let  me  conclude  with  a  prediction.  When  history  judges  the  per- 
formance of  this  government  in  promoting  our  interests  around  the 
world,  it  is  likely  that  success  will  be  measured  as  much  by  its  ef- 
fectiveness in  meeting  global  environmental  threats  as  by  its  abil- 
ity to  project  military  force  abroad. 

Whatever  the  outcome  of  debates  about  reorganizing  the  admin- 
istrative structure  for  development  assistance,  it  is  critical  to  main- 
tain the  resources  for  addressing  international  environmental 
threats.  The  ability  of  the  United  States  to  overcome  the  most  im- 
portant threats  to  global  security  hangs  in  the  balance.  Thank  you. 

[The  prepared  statement  of  Ms.  Seymour  appears  in  the  appen- 
dix.] 

Mr.  Smith.  Thank  you  very  much  for  your  testimony.  And  I 
would  like  to  introduce  now  to  the  committee  Victoria  Markell,  who 
is  the  Director  of  Political  Affairs  for  the  Population  Action  Inter- 
national. 

Ms.  Markell,  as  I  said,  has  worked  in  that  organization  coordi- 
nating the  organization's  activities  within  the  United  States  Con- 
gress, the  administration,  and  with  the  United  Nations. 

In  1994,  Ms.  Markell  was  a  member  of  the  official  U.S.  delega- 
tion to  the  Cairo  population  conference. 

Prior  to  joining  PAI,  she  served  as  a  U.S.  Senate  aid,  as  director 
of  press  and  scheduling  for  a  presidential  campaign,  and  as  a  reg- 
istered lobbyist  and  media  consultant. 

Immediately  prior  to  joining  PAI,  she  was  also  Executive  Direc- 
tor of  an  international  non-profit  organization  that  produced  TV 
documentaries  on  population  and  development,  the  environment, 
and  related  topics. 

At  American  University,  she  majored  in  political  science  and  took 
graduate  courses  in  both  public  administration  and  communication. 

Welcome  to  the  committee. 

STATEMENT  OF  VICTORIA  MARKELL,  DIRECTOR  OF  POLICY, 
POPULATION  ACTION  INTERNATIONAL 

Ms.  Markell.  Thank  you,  Mr.  Smith. 

I  think  you  have  just  outlined — what  I  will  try  to  do  now  is  to 
summarize  the  testimony  that  I  had  prepared  and  submit  the  full 
testimony  for  the  record.  If  that  is  all  right  with  you? 

Mr.  Smith.  Without  objection,  both  full  testimonies  will  be  part 
of  the  record. 

Ms.  Markell.  Thank  you. 

I  am  Victoria  Markell,  Director  of  Political  Affairs  for  Population 
Action  International. 

Founded  in  1965,  PAI  is  a  private,  non-profit  organization,  com- 
mitted to  universal  access  to  voluntary  family  planning  and  repro- 
ductive health  care  services  and  early  stabilization  of  world  popu- 
lation. 
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Perhaps  it  is  important  to  state  here  that  we  receive  no  U.S. 
Government  money  for  any  part  of  our  program. 

It  has  been  30  years  since  Congress  first  appropriated  funds  for 
international  population  assistance.  While  there  have  been  some 
fluctuations  in  the  dollar  amounts,  bipartisan  congressional  sup- 
port for  population  assistance  has  remained  solid,  through  both 
Democratic  and  Republican  administrations. 

The  reasons  that  led  Congress  to  first  earmark  substantial  funds 
for  population  assistance  in  every  year  since  1967  remain  just  as 
valid  today  as  when  the  program  was  established. 

Namely,  rapid  population  growth  is  one  of  the  world's  most  seri- 
ous problems,  posing  a  long-term  threat  to  U.S.  national  interests 
in  the  area  of  security,  trade,  and  the  environment,  and  undermin- 
ing the  prospects  for  economic  and  social  progress  in  developing 
countries. 

In  1995,  world  population  will  grow  by  nearly  90  million  people 
or  almost  a  quarter  of  1  million  people  per  day.  And  95  percent  of 
this  growth  will  be  occurring  in  developing  countries. 

Much  of  the  growth  in  U.S.  exports  is  taking  place  in  the  nations 
of  the  developing  world.  Stable  economic  growth  in  those  countries 
and  increased  trade  are  critical  to  America's  economic  future. 

To  the  extent  demographic  changes  contribute  to  weakening  eco- 
nomic and  political  structures,  they  adversely  affect  international 
stability  and  peace.  The  overthrow  of  a  single  government  or  the 
weakening  of  a  single  economy  can  produce  sudden  changes  of  glob- 
al significance. 

The  benefits  of  U.S.  population  assistance  accrue  not  just  to  the 
American  people  and  to  developing  country  governments  but,  more 
importantly,  to  the  families  of  the  developing  world,  particularly  to 
the  women  and  children.  Family  planning  saves  lives. 

Over  a  woman's  lifetime,  the  risk  of  dying  from  a  pregnancy-re- 
lated cause  in  Africa  is  1  in  20.  In  Asia,  it  is  1  in  50.  In  Northern 
Europe,  it  is  1  in  10,000. 

If  family  planning  were  used  to  better  time  and  reduce  the  num- 
ber of  pregnancies,  a  quarter  of  the  500,000  annual  maternal 
deaths  could  be  averted. 

By  establishing  a  healthier  pattern  of  child  bearing  through  the 
use  of  family  planning,  a  20  to  25  percent  reduction  in  infant  and 
child  mortality  would  be  possible,  cutting  these  deaths  by  3  million 
a  year. 

More  than  50  million  couples  use  family  planning  service  as  a  di- 
rect result  of  the  population  program  administered  by  the  Agency 
for  International  Development. 

It  is  important  to  note  here  that  the  programs  administered  by 
USAID  are  noncoercive  and  support  only  voluntary  use  of  family 
planning. 

It  is  also  important  to  note  that  overall,  developing  countries  gov- 
ernments and  their  citizens  account  for  75  percent  of  the  family 
planning  expenditures. 

Contraceptive  use  has  increased  from  an  estimated  10  percent  of 
couples  30  years  ago  to  about  55  percent  today.  Yet  according  to 
survey  data,  an  estimated  125  million  women  still  want  to  space 
or  limit  their  child  bearing,  but  do  not  have  access  to  contracep- 
tives. 


39 

With  the  number  of  reproductive  age  couples  increasing  by  about 
20  million  a  year,  family  planning  and  other  reproductive  health 
services  will  have  to  significantly  expand  their  reach  to  avoid  an 
increase  in  the  number  of  women  and  men  denied  high  quality 
services  and  the  possibility  of  better,  healthier  life. 

Mr.  Chairman,  I  wish  to  commend  the  committee  for  organizing 
these  hearings  to  examine  the  objectives  and  the  management  of 
the  U.S.  foreign  assistance  program.  Having  not  seen  the  details  of 
any  of  the  proposals  for  restructuring  the  foreign  aid  program,  it 
is  difficult  to  comment  with  any  specificity. 

However,  I  think  you  would  be  hard  pressed  to  find  anyone  who 
would  suggest  that  the  U.S.  foreign  assistance  program,  as  pres- 
ently constituted,  is  without  flaws  or  could  not  be  improved. 

Still,  it  is  important  to  acknowledge  that  in  the  past  2  years 
alone,  USAID  has  implemented  a  number  of  reforms  that  have  im- 
proved its  performance  and  streamlined  its  management.  Such  re- 
form efforts  must  continue  as  Congress  debates  the  future  of  for- 
eign aid. 

The  U.S.  is  the  recognized  world  leader  in  the  population  field. 
Key  factors  that  account  for  the  success  of  this  program  include: 
Technical  expertise.  The  dedicated  core  staff  of  well-trained  career 
experts  on  population  within  USAID  is  unique  among  donor  agen- 
cies. 

In  addition,  a  strong  public-private  partnership  with  U.S.-based 
NGO's  has  been  key  to  the  U.S.'s  ability  to  provide  high-quality, 
technical  advice  and  ensure  that  these  programs  remain  voluntary. 

Field  presence:  Compared  to  other  donors,  USAID's  substantial 
in-country  presence  has  been  an  important  factor. 

Innovation:  Virtually  every  major  innovation  in  the  population 
and  family  planning  field  can  be  either  directly  or  indirectly  linked 
to  U.S.  support. 

Finally,  focus  and  commitment:  In  the  countries  where  the  Unit- 
ed States  has  concentrated  its  assistance,  the  successes  that  have 
been  achieved  are  a  direct  result  of  the  continuity  and  support  for 
population  activities  over  periods  of  a  decade  or  longer. 

Any  future  program  of  U.S.  population  assistance,  whether  un- 
dertaJcen  by  a  reformed  USAID  or  an  alternate  institutional  ar- 
rangement must  include  these  provisions. 

For  policjrmakers  concerned  about  sustainable  development, 
about  the  growing  gap  between  rich  and  poor  countries,  threats  to 
the  global  environment,  and  maternal  and  child  health,  the  provi- 
sion of  family  planning  and  related  reproductive  health  care  is  an 
essential  element  of  broader  development  programs  funded  by  U.S. 
international  assistance. 

Thank  you. 

[The  prepared  statement  of  Ms.  Markell  appears  in  the  appen- 
dix.] 

Mr.  Smith.  Thank  you  very  much  for  your  testimony.  I  think 
both  I  and  others  have  will  have  questions  that  we  would  like  to 
submit  to  both  of  you. 

But  both  of  your  testimonies  were  very,  very  comprehensive;  and 
I  was  just  looking  through  the  extensive  testimony,  Ms.  Sejrmour, 
that  you  have  provided.  There  is  much,  I  think,  that  we  need  to 
be  thinking  about  in  the  environmental  field.  And  in  the  rush  to 
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reform,  we  have  got  to  be  sure  that  we  do  not  leave  important  as- 
pects of  our  environmental  commitment  behind. 

Just  let  me  ask  you  this  one  question:  One  of  my  chief  concerns, 
environmentally,  and  a  growing  concern — ^because  I  have  worked 
with  others  to  try  to  help  some  of  the  kids  that  have  been  ravaged 
by  Chernobyl  and  the  Ukraine — and  although  there  are  a  number 
of  Chernobyl-like  nuclear  reactors  on  line,  posing  a  tremendous 
threat  should  they — one  or  several  begin  a  process  toward  melt 
down. 

The  other  day  when  our  Ambassador  to  Russia,  Tom  Pickering, 
was  in  town  I  raised  the  question  concerning,  hopefully,  imple- 
menting a  program  to  wean  the  Russians  and  the  Ukrainians  from 
that  very  dangerous  energy  source. 

Does  your  organization,  do  the  environmentalists  in  general  see 
this  as  a  threat,  not  just  to  the  population  in  proximity  to  these 
but,  obviously,  if  a  plume  were  to  be  released  and  if  several — this 
could  be  more  dangerous,  in  my  view,  than  the  warheads  that  sit 
idle  in  the  former  Soviet  Union. 

Ms.  Seymour. 

Ms.  Seymour.  Absolutely.  And,  in  fact,  the  Energy  Efficient  Cen- 
ters, for  example,  that  I  mention  in  the  testimony,  above  and  be- 
yond reducing  greenhouse  gas  emissions  also  have  the  beneficial  ef- 
fect of  providing  alternatives  to  a  nuclear  power  source  and  focus 
more  on  efficiency  and  renewable  alternatives. 

Mr.  Smith.  For  the  record,  if  you  could  provide  some  information 
on  what  you  and  the  others  might  want  to  do  with  regards  to  this, 
because  I  see  this  as  a  compelling  threat,  right  now,  in  that  region 
of  the  world  that  is  going  largely — it  is  being  addressed  but  not  in 
the  urgency  that  I  think  we  ought  to  be  looking  at  it. 

Ms.  Seymour.  I  should  say  that  World  Wildlife  Fund  is  probably 
not  your  best  source  of  expertise  on  the  nuclear  issue,  specifically. 
But  I  would  be  happen  to  pull  together  some  materials  that  you 
could  use. 

Mr.  Smith.  I  appreciate  that. 

Ms.  Markell,  let  me  just  ask  you  a  question  about — and  I  was 
with  you  in  Cairo,  and  I  think,  while  we  have  some  differences,  we 
maintained  a  very  professional  and  cordial  friendship  during  those 
7  or  8  days  that  we  were  both  there. 

One  of  the  questions  that  I  have  had — and  I  have  been  in  Con- 
gress now  for  15  years — and  since  the  early  1980's  have  raised  re- 
peatedly the  obscene  nature  of  the  Chinese  program,  the  fact  that 
women  are  forcibly  aborted;  it  is  routine;  it  is  pervasive,  as  you 
know;  the  country  reports  in  human  rights  practices  makes  it  very 
clear  that  women  are  coerced.  It  is  not  the  exception,  but  it  is  the 
rule. 

In  this  morning's  paper,  there  is  an  article  by  Steven  Mosher,  the 
Director  of  the  Asian  Studies  Center  at  the  Claremont  Institute. 

He  is  the  anthropologist,  as  you  may  know,  who  broke  the  story 
in  the  early  1980's  when  he  lived  among  the  rural  Chinese  for 
about  a  year.  His  story  caused  major  heartburn  and  consternation 
by  his  Stanford  friends  who  had  had  him  there  as  part  of  a  study, 
so  much  so  that  for  reasons  of  maintaining  the  relationship  with 
the  dictators  in  Beijing,  they  took  their  considerable  anger  out  on 
him. 
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But  to  make  a  long  story  short,  he  writes  today — and,  again,  this 
has  been  backed  by  people  like  John  Aired,  the  former  U.S.  Census 
Bureau  specialist  on  China  who  wrote  the  book,  "Slaughter  of  the 
Innocence."  He  maintains — and  he  does  it  with  a  tremendous  num- 
ber of  footnotes  and  documentation — that  the  coercion  is  rampant. 
Any  where  from  10  to  14  million  women  per  year  are  aborted,  the 
overwhelming  majority  of  which  are  forcibly  aborted.  Brothers  and 
sisters  are  illegal.  There  are  some  who  bribe  officials  in  order  to  get 
that  second  birth. 

The  UNFPA,  for  its  part,  continues  to  say  that  the  program  is 
"totally  voluntary."  Dr.  Sadik  has  said  it  on  national  television.  She 
has  said  it  to  me  in  conversations  in  New  York.  And  I  personally 
met  with  Peng  Peiyun,  who  runs  the  program  in  China  in  1990, 
who  told  me  in  a  almost  3-hour  meeting  that  we  had,  that  it  is  a 
totally  voluntary  program  as  well. 

Mosher  points  out,  and  other  experts,  that  women  and — he 
points  out  in  his  article  today  in  the  Washington  Times,  op  ed 
piece,  that  women  are  forcibly  brought  to  these  abortion  mills, 
often  when  necessary,  in  handcuffs;  children  are  killed  right  at 
birth  with  injections  of  formaldehyde  right  into  the  cranium. 

It  is  a  gruesome  reality  that  is  so  often  dismissed,  put  aside,  put 
under  the  table.  Peng  Pei3ain,  one  of  the  architects  of  this  in  China 
was  feted  in  Cairo,  some  very  nonbinding  language  in  the  final  doc- 
ument condemned  coercion;  but,  you  know,  there  seems  to  be  no 
implication  for  those  who  commit  coercion. 

There  has  been  a  noticeable  silence  by  many  in  the  population 
control  community  about  this  horrendous  exploitation  of  women. 

I  plan  on  being  at  the  Beijing  Conference  on  Women.  And  I  think 
I  and  others — and  there  are  a  number  of  women  I  know  that  are 
going — will  raise  the  irony,  if  you  will,  of  having  a  conference  on 
women's  rights  in  a  country  that  is  the  leading  exploiter  of  wom- 
en's rights  vis-a-vis  forced  abortion  and  forced  sterilization,  which 
was  properly  construed  to  be  a  crime  against  humanity  at  Nurem- 
berg, because  Polish  women  were  forcibly  aborted  by  the  Nazis. 

My  question  is:  What  has  your  organization  done  to  protest  this 
barbaric  mistreatment  of  women  in  China  as  part  of  their  forced 
abortion,  one  child  per-couple  policy? 

Ms.  Markell.  Thank  you  for  the  question.  Actually  you  and  I 
had  spoke  just  prior  to  this  hearing,  and  I  had  commended  you  for 
the  activities  and  the  leadership  role  that  you  have  taken  in  the 
human  rights  arena. 

Population  Action  is  not  a  human  rights  organization  per  se.  We 
work  on  voluntary  programs  for  family  planning  and  reproductive 
health. 

However,  we  do  take  offense  and  are  greatly  alarmed  by  the  re- 
ported practices  of  the  Chinese  family  planning  program. 

I  think  that  everyone  is  greatly  distressed  by  this.  My  organiza- 
tion has  personally  met,  and  I  have  personally  met,  with  not  only 
Li  Pong  but  Madam  Peng  Peiyun.  We  have  expressed  in  writing, 
we  have  expressed  in  person,  our  objection  to  the  reported  viola- 
tions of  what  is  a  basic  human  right. 

We  are  told  the  same  thing  you  are  told,  they  maintain  that  this 
program  is  still  voluntary. 
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Technically,  it  is  not  part  of  their  constitution  or  part  of  their  law 
that  says  that  they  will  do  this.  However,  we  all  know  that  you  can 
put  as  many  laws  up  as  you  want,  and  an  individual  still  will  be 
tempted  to  break  the  law. 

We  feel  very  strongly — and  we  have  encouraged  the  U.S.  Grovem- 
ment  and  we  have  encouraged  the  U.S.  Congress — to  take  up  these 
abuses  in  human  rights,  where  they  should  appropriately  be  ad- 
dressed. And  that  is  on  the  complete  U.S. -China  bilateral  agenda, 
along  with  all  of  the  other  human  rights  issues  and  to  link  them 
with  trade  and  other  sanctions. 

Mr.  Smith.  If  I  could,  for  the  record,  get  a  copy  of  that  written 
correspondence,  because  I  would  make  that  a  part  of  the  record. 

And  I  would  hope  that  all  would  speak  with  one  voice.  And  I 
think  there  needs  to  be  more  of  a  sense  of  outrage  that  women  are 
being  exploited  this  way.  This  is  not  just  the  focus,  nor  should  be 
it  be  of  pro-lifers  and  those  in  the  Right  to  Life  movement,  who 
have  been  out  spoken  on  this;  but  I  think  everyone,  including  those 
who  take  the,  "pro-choice"  view,  ought  to  say,  where  women  are  so 
exploited,  there  needs  to  be  a  dispensing  of  the  diplomatic  niceties 
that  we  all  engage  in  from  time  to  time. 

You  know,  Mosher  points  out  in  today's  article — and  this  is  some- 
thing that  has  been  very  vividly  captured  in  Michael  Wieskopf  s 
three-part  expose  in  the  Washington  Post  back  in  1985,  that  pub- 
licly they  say  it  is  voluntary;  and  they  do  so  at  every  fora  through- 
out the  world  in  which  they  engage  in,  especially  U.N.  fora. 

And  they  have  plausible  deniability,  but  they  have  inter-direc- 
tives that  say  very  clearly  that  cadres  are  punished  if  they  do  not 
meet  their  birth  quota.  Aiid,  you  know,  if  we  are  willing  to  believe 
that,  we  are  willing  to  believe  that  there  was  no  Holocaust  and 
other  terrible  tragedies  have  not  occurred  in  history. 

Let  me  also  say  that  we  need  to  raise  this  issue  more  because 
the  administration  has  not  only  completely  broken  the  spirit  of  the 
Kemp-Caston  law  that  we  will  not  contribute  to  any  organization 
that  participates  in  coercive  population  control  by  giving  money  to 
the  UNFPA  with  a  nicety  of  segregated  accounts  which  does  not  do 
justice  to  the  outrage  that  is  being  committed  there.  But  we  are 
also  forcibly  repatriating  women  who  have  a  well-founded  fear  of 
coercive  population  control  and  forced  abortion. 

The  administration — and  then,  I  will  yield  to  you  to  respond — 
would  not  even  provide  a  humanitarian  parole  to  a  woman  in  her 
fourth  to  fifth  month  of  pregnancy  whose  husband  was  in  Califor- 
nia, begging  that  his  wife  was  already  approved  for  a  visa  but  was 
not  given  the  visa.  The  humanitarian  parole  would  have  expedited 
it. 

She  was  told  by  her  factory  unit,  by  the  province  people,  she  had 
to  get  the  abortion  because  it  exceeded  their  quota.  This  is  draco- 
nian.  And  for  all  those  who  are  interested  in  human  rights  and 
population  control,  human  rights  have  to  be  central  in  population 
control.  Volunteerism  means  nothing  if  it  is  in  the  eye  of  the  gov- 
ernment. And,  again,  Chinese  hardliners  say  they  are  completely 
voluntary. 

So,  I  would  urge  you  to  speak  out  boldly  and  loudly  on  behalf  of 
the  women  who  are  exploited. 
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Ms.  Markell.  Mr.  Smith,  if  I  may  comment  for  a  moment.  You 
have  cited  UNFPA,  and  I  think  it  is  important  to  go  on  the  record 
that  UNFPA  is  a  principal  multilateral  organization  providing 
worldwide  access  to  voluntary  family  planning.  It  operates  in  140 
countries.  The  United  States  could  not  possibly  operate  in  that 
many  countries. 

It  is  important  that  we  continue  to  support  this  multilateral  in- 
stitution. 

Further,  in  China's 

Mr.  Smith.  If  you  would  suspend.  Even  if  they  are  aiding  and 
abetting,  as  was  found  during  the  Reagan  and  Bush  years,  and 
there  was  extensive  documentation  showing  that  they  provided  a 
very  necessary  and  very  tangible  product  that  enabled  the  birth 
quota  to  be  carried  out  with  tremendous  precision. 

And  the  only  reason  there  are  second  and  third  order  births  in 
China,  the  main  reason,  is  because  of  bribery  and  because  women 
go  on  the  run  in  order  to  have  their  children  that  they  so  des- 
perately want. 

Ms.  Markell.  In  China  UNFPA's  activities,  mainly,  at  this  point 
in  time,  involve  maternal  and  child  health  care. 

They  involve  training  of  workers  so  that  there  is  more  informed 
choice.  And  they  are  actually  helping  the  Chinese  to  develop  and 
produce  alternate  contraceptives  that  will,  therefore,  cut  down  on 
the  incidents  of  the  sterilization  which  is  now  being  implemented. 

I  am  not  a  representative  of  UNFPA,  and  I  do  not  want  to  be 
in  the  position  of  defending  them.  But  one  of  the  roles  that  UNFPA 
does  play  there  is  that  it  monitors.  And  I  know  there  have  been 
a  lot  of  accusations  in  the  past  as  to  what  they  do  or  what  they 
do  not  do. 

One  of  the  things  that  I  would  like  to  do,  with  your  permission, 
is  I  have  the  UNFPA  program  in  China  for  1994  and  1995;  and  I 
would  like  to  submit  it  for  the  record. 

Mr.  Smith.  Oh,  absolutely.  Without  objection,  it  will  be  made  a 
part  of  the  record. 

Ms.  Markell.  I  think  that  will  clarify,  for  the  other  members  of 
the  committee  who  are  not  here  today,  exactly  what  UNFPA  is 
doing  there. 

Further,  it  is  important  to  note  that,  currently,  U.S.  funds  to 
UNFPA — in  essence,  there  is  a  firewall  between  them.  It  statu- 
torily says  that  no  U.S.  money  may  be  spent  in  China. 

And  if  we  do  not  have  UNFPA  there  monitoring  this  program  for 
us,  it  is  not — and  it  is  not  only  UNFPA.  I  mean  there  are  a  whole 
raft  of  multilateral  organizations.  Many  U.N.  organizations  work 
there. 

I  guess  my  question  is:  Why  is  it  that  this  committee  always, 
continually  only  singles  out  UNFPA  when  they  have  long  since — 
I  mean  as  recently  as  1992,  1993,  1994 — ^you  yourself,  in  Cairo,  had 
to  have  heard  Nafis  Sadik,  who  is  the  Executive  Director  of 
UNFPA,  stand  up  repeatedly  and  say,  "Family  planning  programs 
need  to  be  noncoercive,  they  need  to  be  voluntary."  We  have  all 
sorts  of  quotes. 

I  think  that  the  best  we  can  do  at  this  point  is  hope  that  UNFPA 
is,  in  fact,  monitoring  and  encouraging  the  Chinese  officials  to  re- 
vamp their  program  and  to  reform  it  to  avoid  these  abuses. 
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Mr.  Smith.  The  segregated  funds  issue,  in  my  view,  provides 
cover  because  money  is  fungible.  If  you  put  it  in  the  left  pocket,  it 
is  available  in  the  right  pocket;  and  other  money  can  be  used,  then, 
in  China. 

So  the  U.S.  policy,  as  it  stands  now,  does  nothing  to,  in  a  mean- 
ingful way,  say  that  we  stand  against  coercion  and  the  exploitation 
of  women  in  China. 

And  just  let  me  say,  these  other  organizations,  the  focus  on 
UNFPA — it  applies  to  any  organization  that  supports  the  program 
of  population  control  that  is  coercive.  If  other  U.N.  or  other  organi- 
zations were  found  to  be  in  violation  of  that,  they,  too,  would  stand 
in  jeopardy  of  being  defunded  by  the  United  States. 

But  the  evidence  was  overwhelming  that  UNFPA  provides  a  kind 
of  technical  AID,  the  training  of  the  population  control  cadres,  who 
then  carry  out  this  program. 

And,  again,  I  have  worked  with  some  of  these  women  who  have 
now  come  to  this  country,  one  of  whom  was  told  that  she  had  to 
have  her  child  aborted.  She  used  to  be  one  of  the  population  cadres, 
and  she  saw  what  it  is  like  being  on  the  other  end  what  was  it  was 
like  to  be  told  that  you  cannot  have  the  baby  that  you  so  des- 
perately want. 

And  she  got  asylum  here;  but,  unfortunately,  the  asylum  has 
been  reneged  upon  by  this  administration. 

Ms.  Markell.  While  I  am  not  in  a  position  to  officially,  I  guess, 
release  this  statement,  I  do  understand  that  within  the  past 
month,  the  Executive  Director  of  UNFPA,  Nafis  Sadik  was,  in  fact, 
in  China  and  did  meet  with  these  officials. 

And  she  basically  has  let  them  know  that  if  they  do  not  at  least 
come  up  to  the  minimum  standards  outlined  by  the  Cairo  program 
of  action,  that  the  U.N.  would  have  serious  problems  being  able  to 
continue  functioning  there. 

Mr.  Smith.  I  would  love  to  see  her  statements  because,  unfortu- 
nately, on  February  14,  the  Chinese  Government  announced  a  new 
campaign  which  builds  on  the  1991  crackdown. 

They  also,  on  June  1,  apply  nationwide  what  has  been  in  effect 
in  many  of  the  provinces  since  at  least  1988;  and  that  is  the  offen- 
sive eugenics  program  where  the  handicapped  are  focused  on. 

This  is  now  just  even  the  one  child  that  will  be  disallowed  and 
forcibly  aborted  in  parents  who  are  deemed  to  be  undesirable  ge- 
netically. And  this  is  absolutely  reminiscent  of  what  the  Nazis  did. 
And  I  mean,  people  who  are  involved  at  the  Holocaust  Museum 
have  said  the  parallels  are  stark. 

We  are  now  trying  to  create  a  Chinese  man  by  cleaning  up  the 
gene  pool.  And,  again,  there  has  not  been  a  whimper  of  dissent  in 
any  way  that  I  have  seen  from  the  United  Nations  on  that.  It  has 
been  coming  from  this  member  and  some  other  people  in  this  coun- 
try, but  it  has  not  been  the  kind  of  outrage  that  ought  to  be  ex- 
pressed when  we  are  going  back  50  years  to  what  the  Nazis  did  to 
handicapped  children. 

Ms.  Markell.  When  the  issue  comes  up  annually  before  the  U.N. 
governing  council  that  addresses  these  matters,  any  number  of  gov- 
ernments, including  the  U.S.  Government,  has  issued  extremely 
strong  statements.  These  have  gone  on  sporadically  throughout  the 
years,  but  most  specifically  in  1993  and  1994.  And  it  is  my  under- 
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standing  that  the  U.S.  Government  will  be  issuing  a  particularly 
strong  warning  during  the  June  meeting  coming  up. 

So  I  think  both  of  us  will  be  following  that. 

Mr.  Smith.  But,  again,  money  talks.  I  have  been  at  the  U.N.  I 
was  a  delegate  in  1989.  I  spent  many  a  day  there  in  Geneva  as 
part  of  the  human  rights  meetings  that  took  place  there. 

Rhetoric  can  only  go  so  far.  And  at  some  point  the  Chinese  need 
to  see  that  there  is  a  penalty  for  being  outside  what  is  a  minimum 
norm  with  regards  to  volunteerism.  They  are  now  moving  deci- 
sively in  the  other  direction  toward  more  coercion. 

To  me,  it  is  unbelievable  that  women's  rights  groups  have  not 
been  in  the  vanguard  of  speaking  on  behalf  of  their  sisters  in 
China  who  are  being  exploited  in  this  way.  And,  you  know,  the 
maximum  number  cover  up  is  possible  at  this  Beijing  conference 
when  China  will  be  feted  as  a  remarkable  place  where  women  have 
equality  to  men.  When  women  are  being  forcibly  aborted  by  the 
millions  every  year. 

Unfortunately,  the  U.N.  has  been  part  and  parcel.  And  regret- 
tably too — and  I  say  this  with  all  due  respect — the  population  con- 
trol organizations  have  been  largely  silent,  speaking  in  the  abstract 
against  coercion  but  not  saying  this  has  to  stop.  We  need  to  put 
our  money  where  our  month  is,  and  say,  you  do  not  get  the  funds 
unless  you  get  out  of  this  coercive  population  control. 

I  want  to  thank  our  witnesses  for  their  fine  testimony.  And  I 
would  like  to  welcome  now  the  third  panel,  and  Mr.  Bereuter  will 
assume  the  chair. 

[Recess. 1 

Mr.  Bereuter.  The  committee  will  resume  its  hearing. 

I  am  very  pleased  to  welcome  our  third  panel.  This  panel  in- 
cludes some  of  the  largest  private  voluntary  organizations  (PVO's,) 
involved  in  the  developing  world. 

We  will  begin  with  Ms.  Julia  Taft,  president  and  CEO  of  Inter- 
Action.  InterAction  is  the  largest  coalition  of  PVO's  involved  in  de- 
velopment work. 

We  will  then  hear  from  our  distinguished  former  colleague,  John 
Dellenback,  Chairman  of  World  Vision  Relief  and  Development — 
one  of  the  largest  single  development  PVO's. 

Mr.  Martin  Fergus,  from  Bread  for  the  World — another  large  de- 
velopment PVO — one  I  had  the  pleasure  of  serving  on  the  board  of 
for  two  terms  with  Ms.  Otero  will  follow.  Mr.  Fergus  is  a  District 
Coordinator  for  Bread  for  the  World  in  New  York's  20th  district. 

Ms.  Maria  Otero  will  follow  from  ACCION  International.  Ms. 
Otero  is  the  head  of  Microenterprise  Coalition  and  the 
InterAmerican  Foundation.  ACCION  is  the  largest  private  provider 
of  micro  and  small  enterprise  development  lending. 

And,  finally,  Mr.  Hobart  Gardiner  of  International  Executive 
Services  Corps  [lESC]  will  follow.  lESC  places  experienced  U.S. 
business  executives  in  developing  countries  to  serve  as  consultants 
in  projects  and  businesses  worldwide. 

I  am  very  pleased  to  have  you  here.  The  committee  does  appre- 
ciate your  testimony  that  we  are  about  to  receive,  and  I  look  for- 
ward to  asking  a  few  questions.  I  hope  some  of  our  colleagues  can 
join  us.  We  are  debating  tax  cuts  on  the  floor,  so  you  have  some 
idea  of  where  people  are  right  now. 
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And  I  am  glad  to  be  here  instead. 

Ms.  Taft,  in  your  case,  as  in  the  case  of  all  the  other  witnesses, 
your  full  remarks  will  be  made  a  part  of  the  record.  You  may  pro- 
ceed as  you  wish.  I  would  appreciate  it  if  you  could  try  to  limit  your 
comments  to  about  5  minutes  or  so.  Please  proceed. 

STATEMENT  OF  JULIA  TAFT,  PRESIDENT  AND  CHIEF 
EXECUTIVE  OFFICER,  INTER-ACTION 

Ms.  Taft.  Thank  you,  sir.  I  will  try  to  do  that  as  well,  particu- 
larly since  I  am  joined  in  today's  presentations  with  all  the  agen- 
cies that  are  my  bosses.  I  will  say  just  a  few  of  the  highlights  of 
my  official  testimony. 

Let  us  go  directly  to  the  key  questions  that  are  facing  you,  sir, 
and  facing  the  executive  branch  and  Congress  as  we  try  to  deal 
with  foreign  assistance.  And  I  would  like  to  talk  about  four  of  those 
questions  right  now. 

First,  is  that  there  is  a  very  disturbing  emerging  theme  that  de- 
veloping assistance  is  a  nice  thing  to  do,  but  in  a  period  of  fiscal 
constraints,  it  is  peripheral  to  the  national  interests. 

We  find  that  argument  short-sighted  and  totally  unrealistic  in 
light  of  global  threats  and  opportunities  we  and  our  children  will 
face  in  the  future. 

We  are  all  aware  that  remarkable  changes  have  occurred  around 
the  globe  in  the  last  5  years,  and  opportunities  are  there  to  build 
prosperity  for  the  world  and  to  help  the  global  economic  integra- 
tion. 

But  through  development  aid  we  built  a  foundation  for  prosperity 
to  maintain  these  important  relationships  with  future  trading  part- 
ners. U.S.  trade  with  the  developing  world  is  already  the  area  of 
fastest  growth  with  U.S.  exports. 

In  fact,  trade  to  Africa  amounts  to  approximately  $6  billion  a 
year,  and  African  imports  are  growing  at  a  rate  of  7  percent  per 
year. 

Similarly,  the  U.S.  investments  in  democracy  represents  a  tre- 
mendous opportunity  to  consolidate  the  peace  that  has  been  won  at 
the  end  of  cold  war. 

The  transformation,  as  you  know,  in  Latin  America  is  absolutely 
stunning.  Where  10  years  ago  there  were  only  four  democracies, 
now  there  is  only  one  country  in  the  whole  hemisphere  which  is  not 
democratic. 

In  Africa,  35  nations  are  moving  away  from  authoritarian  rule 
and  toward  democratic  reforms. 

Now  is  not  the  time  to  say  to  them,  just  as  you  have  emerged 
from  your  struggle  that  we  are  no  longer  going  to  support  your  ef- 
forts, through  cutting  back  on  development  programs. 

Although  less  focused  on  a  single  country,  threats  to  U.S.  inter- 
ests are  as  dangerous  as  ever.  Environmental  degradation  is  caus- 
ing global  climate  change,  loss  of  biodiversity  and  unsustainable  re- 
course depletion.  The  spread  of  infectious  diseases,  including  AIDS 
and  TB,  is  certainly  on  the  rise  here  and  abroad. 

Unsustainable  population  growth,  chronic  poverty,  and  inequality 
have  given  rise  to  labor  migration,  massive  refugee  flows,  and  cost- 
ly investments  in  relief. 
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We  believe  very  strongly  that  bi-lateral  and  multi-lateral  assist- 
ance programs  are  the  best  tools  to  seize  these  opportunities  and 
to  address  these  threats. 

The  second  question  is:  What  do  we  want  a  reformed  foreign  as- 
sistance program  to  do?  And  what  should  our  priorities  be? 

What  we  have  learned  in  our  work  over  the  years  in  promoting 
democratic  reform  and  social  and  economic  development  is  that 
both  government  policy  and  grassroots  citizen  involvement  are  cru- 
cial elements  for  success.  One  cannot  succeed  without  the  other. 

In  this  regard,  we  believe  that  any  development  assistance  pro- 
gram needs  to  be  promoting  broad-based  economic  growth,  human 
resource  development,  protection  of  the  environment,  stabilizing 
population  growth,  promoting  democratic  participation,  and  also 
supporting  disaster  relief  and  refugee  assistance. 

We  have  included  in  the  official  remarks  some  ideas  about  how 
to  choose  priorities.  There  are  a  number  of  ways  that  we  rec- 
ommend for  you  to  consider  as  you  look  at  the  relative  merit  of  the 
development  assistance  programs. 

But  the  third  question  is:  What  is  working  well?  And  we  think 
that  what  we  are  seeing  in  aid  now  is  a  dramatic  difference  from 
just  a  couple  of  years  ago.  They  have  made  some  major  changes  in 
the  way  they  have  organized  and  tried  to  prioritize  their  programs. 
They  are  working  much  better  with  PVO's.  They  have  a  new  initia- 
tive now  they  are  considering,  which  would  even  increase  more  the 
kind  of  local  participation  of  indigenous  NGO's  in  promoting  de- 
mocracy and  development. 

But  we  think  that  there  are  some  radical  reforms  that  can  be 
done.  We  think  the  reducing  AID's  missions  make  sense.  We  be- 
lieve that  overhauling  the  aid  procurement  system  would  make 
sense,  and  that  more  funds  would  be  channeled  to  really  reach  the 
grassroots. 

We  have  some  concerns  about  reorganization  schemes.  I  think 
our — and  I  have  included  those  in  my  written  remarks.  What  our 
bottom  line  is  is  that  you  cannot  move  the  box  around  in  Foggy 
Bottom  and  think  you  have  made  a  change  in  the  way  we  are  ap- 
proaching foreign  aid. 

Let  us  get  the  policies  right  first.  Let  us  define  and  restrain  all 
of  the  different  objectives.  Let  us  make  it  clear  through  a  legisla- 
tive mandate.  And  from  then,  one  can  make  reorganizational 
changes  that  make  sense. 

With  those  comments,  sir,  I  would  just  like  to  thank  you  for  this 
opportunity.  We  believe  very  strongly  that  foreign  assistance  is  a 
key  element.  U.S.  national  interests  and  our  foreign  policy  inter- 
ests; and  it  is  one  of  the  most  important  flexible  tools  we  have  to 
keep  our  leadership  in  the  world.  And  we  hope  that  you  will  do 
whatever  you  can  to  ensure  that  we  can  continue  to  do  our  work. 

Thank  you,  sir. 

[The  prepared  statement  of  Ms.  Taft  appears  in  the  appendix.] 

Mr.  Bereuter.  Thank  you  very  much  for  your  testimony.  It  is 
very  specific  in  your  recommendations,  and  you  pulled  no  punches. 
That  is  the  kind  of  testimony  we  appreciate.  Thank  you. 

Next,  we  will  hear  from  John  Dellenback.  He,  as  I  mentioned,  is 
the  Chairman  of  the  board  of  World  Vision  Relief  and  Develop- 
ment. 
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It  is  nice  to  see  you  here. 

STATEMENT  OF  JOHN  DELLENBACK,  CHAIRMAN  OF  THE 
BOARD,  WORLD  VISION  RELIEF  AND  DEVELOPMENT 

Mr.  DELLENBACK.  Thank  you,  Mr.  Chairman. 

We  at  World  Vision  really  want  to  thank  you  and  the  committee, 
Mr.  Chairman,  for  the  chance  to  testify  on  the  U.S.  foreign  assist- 
ance program. 

World  Vision  is  the  largest  privately  funded  relief  and  develop- 
ment organization  in  the  United  States.  It  works  in  more  than  95 
countries.  It  serves  the  needs  of  more  than  48  million  people. 

Now,  as  this  Committee  debates  the  future  direction  and  scope 
of  the  American  foreign  aid  program,  my  written  testimony  will 
focus  primarily  on  three  points:  One,  a  post-Cold  War  world  de- 
mands American  leadership;  second,  a  combination  of  moral  imper- 
ative and  enlightened  self-interest  both  call  for  continued  substan- 
tial U.S.  foreign  aid;  and,  third,  Americans  do  support  a  generous 
foreign  aid  program. 

The  national  debate  on  the  future  of  America's  foreign  aid  pro- 
gram, particularly  humanitarian  and  development  assistance,  is 
really  about  American  leadership  in  the  post-Cold  War  world. 

Now  is  not  the  time  to  forsake  the  nations  that  are  struggling 
to  escape  centrally  planned  economies  and  move  in  the  direction  of 
democracy,  as  they  strive  to  produce  peace  and  prosperity  for  their 
people. 

Statements  that  have  been  made  by  American  leaders,  pledging 
that  the  U.S.  will  remain  engaged  in  the  world  as  a  leader  turn  out 
to  be  hollow,  unless  they  are  backed  by  adequate  resource  for  both 
public  and  private  institutions. 

America  stood  at  the  same  crossroad  at  the  end  of  the  two  World 
Wars  of  this  century.  In  the  first  World  War,  American  isolation- 
ism coupled  with  punitive  and  narrow  policies  of  the  European  al- 
lies, who  were  the  victors,  resulted  in  economic  chaos  and  despera- 
tion and  planted  the  seeds  for  the  second  World  War. 

Americans  and  Europeans  who  planned  the  post-second  World 
War  order  were  determined  to  avoid  those  similar  consequences. 
And  we  all  know  how  our  national  policies  of  helping  Germany  and 
Japan  and  our  other  former  enemies  can  avoid  those  similar  con- 
sequences. 

The  moral  vision  on  the  second  point  that  undergirded  American, 
and  later  European  foreign  aid  programs,  in  the  1950's  was  a  rec- 
ognition of  the  need  for  affluent  countries  to  respond  to  crippling 
poverty. 

The  ripple  affect  has  paid  for  the  world  as  we  have  gone  forward 
with  things  like  the  Marshall  Plan  and  President  Truman's  Point 
Four  program.  And  as  we  went  forward,  we  found  out  that  other 
nations  reached  out  and  were  joining  us  in  support  to  the  nations 
which  were  in  trouble. 

The  genesis  of  foreign  aid  at  the  mid  point  of  this  century  re- 
flected and  furthered  the  recognition  of  human  solidarity,  of  inter- 
national community,  and  a  worldwide  moral  responsibilities.  Re- 
sponse to  desperate  human  need  became  a  principle  which  is  ac- 
knowledged by  almost  all  powerful  states. 
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Foreign  aid  in  the  early  1950's  constituted  a  pivotal  change  in 
the  relationship  between  rich  and  poor  countries.  It  was  a  signifi- 
cant revision  of  the  international  system  because  it  recognized  the 
moral  obligation  of  the  strong  to  aid  the  weak. 

American  statesmen  who  helped  rebuild  Europe  and  focused  at- 
tention on  the  developing  world  believed  that  only  by  creating  a 
just  and  generous  international  order  was  it  possible  to  secure  a 
peaceful  and  a  prosperous  world. 

America  cannot  save  the  world.  But  it  can  reduce  suffering  for 
victims  of  natural  and  man-made  disasters.  Neither  can  America 
fix  the  world.  But  development  assistance,  when  properly  applied, 
can  help  restore  dignity  and  self-reliance  to  one  person,  one  family, 
and  one  community  at  a  time.  And  those  add  up  quickly.  And  often 
we  can  document  that  development  assistance  mitigates  deeper  cri- 
sis in  marginal  countries. 

Mozambique,  Mr.  Chairman,  is  a  wonderful  example  of  a  case  in 
point  for  effective  humanitarian  and  developmental  assistance.  And 
we  always  want  examples  of  what  the  real  results  are. 

Ten  years  ago,  Mozambique  was  a  failed  state.  It  was  a  bank- 
rupt. It  was  slipping  into  chaos  as  a  result  of  civil  war  and  Marxist 
policies. 

In  the  late  1980's,  the  United  States,  through  the  Agency  for 
International  Development,  in  partnership  with  World  Vision  and 
other  American  private  voluntary  organizations,  led  a  concerted  ef- 
fort to  foster  peace  and  stability  and  to  start  rebuilding  the  eco- 
nomic fabric  and  infrastructure  of  Mozambique. 

The  U.S.  provided  leadership  in  forging  a  peace  process.  Peace 
accords  were  signed  in  1992.  U.S.  aid  then  shifted  assistance  to- 
ward rehabilitation,  recovery,  and  the  transition  to  democracy  and 
development. 

Some  results:  90,000  troops  were  demobilized,  and  that  does  not 
happen  after  a  civil  war  very  easily;  1,200  miles  of  road  were 
cleared  of  land  mines,  and  that  has  allowed  some  80  percent  of  the 
internally  displaced  and  almost  all  refuges  to  return  to  their 
homes.  Seeds  and  tools  were  provided  to  more  than  2.5  million  peo- 
ple. Civic  education  programs,  transport  for  registration  and  voting 
helped  produce  what  the  United  Nations  declared  the  best  elections 
ever  held  in  an  African  country.  Eighty  percent  of  the  people  reg- 
istered to  vote.  Eighty-five  percent  of  those  80  percent  actually 
voted,  a  record  that  we  could  emulate  in  the  United  States. 

Mozambique  illustrates  that  successful  development  saves 
money,  and  our  funds  which  have  been  poured  into  Mozambique 
are  steadily  declining.  For  this  year,  no  nonfood  disaster  assistance 
has  been  required. 

Members  of  this  Committee,  Mr.  Chairman,  and  Members  in  the 
Congress  who,  by  their  votes  and  support,  made  that  record  pos- 
sible, deserve  to  take  pride  in  the  peace  and  democracy  that  is 
emerging  in  Mozambique  and  the  thousands  of  lives  that  have  been 
helped  to  be  saved,  not  only  in  Mozambique  but  in  many  other  Af- 
rican countries. 

And  the  third  point  of  whether  Americans  support  a  foreign  aid 
program:  I  would  say  briefly,  that  the  administration's  request  for 
foreign  aid  funds  is  $13  billion,  a  third  of  which  is  allocated  for 
long-term  development  assistance. 
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We  urge  the  Congress  to  protect  this  very  reasonable  amount.  In 
total  dollars,  the  U.S.  ranks  second  to  Japan  in  foreign  economic 
and  development  assistance.  But  the  U.S.,  as  the  world's  only  su- 
perpower, should  not  be  too  quick  to  applaud  itself  for  generosity. 
In  terms  of  the  percentage  of  gross  national  product  allocated  for 
foreign  aid,  the  U.S.  ranks  21st,  behind  a  whole  series  of  lesser  eco- 
nomic pores. 

The  American  private  voluntary  community  has  repeatedly  been 
told  by  opponents  of  foreign  aid  that  foreign  aid  has  no  constitu- 
ency, no  support  from  the  American  people;  therefore,  we  are  told, 
the  American  people  do  not  really  care  about  pending  cuts  in  this 
area. 

I  am  here  to  tell  you  that  the  American  people  do  care.  Millions 
of  Americans  collectively  contributed  close  to  $4  billion — I  repeat, 
almost  $4  billion — in  1993  to  more  than  300  American  private  vol- 
untary organizations  engaged  in  relief  and  development  represent 
a  powerful  constituency  for  foreign  aid. 

Nearly  $200  million  was  contributed  to  World  Vision  from  about 
one  million  American  donors.  I  can  also  tell  you  that  World  Vision 
supporters  have  communicated  to  me  and  to  World  Vision  their 
concern  about  the  drift  to  neoisolationism. 

Polls  conducted  by  several  people  tracking  American  attitudes  on 
foreign  affairs  show  similar  results. 

Two  significant  findings:  Half  of  Americans  believe  the  U.S. 
plays  a  more  important  role  in  the  world  today  than  it  did  a  decade 
earlier,  the  highest  number  ever  recorded  by  this  survey. 

Eighty  percent  of  Americans  agree  that  the  U.S.  should  be  will- 
ing to  share  at  least  a  small  percentage  of  its  wealth  with  those 
in  the  world  who  are  in  great  need.  This  is  across  party  lines,  and 
some  78  percent  of  Republicans  who  were  polled  feel  that  way. 

And  what  do  Americans  say  is  an  appropriate  amount  of  spend- 
ing for  foreign  aid?  Five  percent  of  the  Federal  budget!  That  is  five 
times  the  present  spending  level. 

The  American  people  do  not  support  isolationism.  Americans 
support  shrinking  Federal  Grovemment,  but  they  do  not  suppert 
shrinking  America's  leadership  role. 

While  some  Members  of  the  Congress  appear  to  argue  that  the 
moral  responsibility  of  America  stops  at  the  edge  of  our  two  shores, 
Americans  really  are  sajdng  that  this  country  must  not  abandon 
victims  of  war  and  other  natural  disasters. 

The  world  has  become  a  global  village,  and  development  assist- 
ance is  in  our  national  best  interest  because  we  are  in  such  close 
proximity  ot  each  other.  Civil  unrest  in  the  farthest  points  of  this 
global  village  eventually  come  home  to  impact  our  lives. 

Foreign  assistance  is  crisis  prevention,  which  is  far  less  expen- 
sive in  the  long  run  than  crisis  management.  The  problems  of  de- 
veloping countries  today  will  be  America's  problems  tomorrow  if 
they  are  not  addressed  now. 

Wisely  applied,  foreign  assistance  is  a  tool  for  making  friends, 
and  friends  help  one  another  and  purchase  one  another's  goods  and 
services. 

The  American  people  expect  a  foreign  policy  that  reflects  commit- 
ment to  and  compassion  for  the  world's  poor. 
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You  and  the  104th  Congress,  Mr.  Chairman,  must  make  history 
by  taking  steps — sizable  steps,  meaningful  steps — to  reduce  the  na- 
tion's spending.  Those  of  us  who  have  served  in  previous  Con- 
gresses know  how  tough  that  is  and  is  going  to  be. 

I  urge  you,  the  present  Congress,  not  to  spend  profligately — if 
that  needed  to  be  urged — but  I  also  urge  you  not  to  cut  blindly.  In- 
vest the  nation's  resources  where  the  nation  must  and  where,  in 
the  long  run,  the  nation  will  most  definitely  benefit. 

The  needs  abroad  are  immense  and  pressing,  but  the  multiplier 
effect  of  monies  wisely  invested  in  carefully  administered  humani- 
tarian foreign  aid  is  exceptional. 

When  those  funds  are  channeled  through  instruments  like  World 
Vision,  CARE,  Catholic  Relief  Services,  and  many  other  NGO's,  as 
USAID  funds  are  more  and  more  being  channeled,  you  make  pos- 
sible a  giant  step  in  the  direction  of  efficient  use  of  those  funds  and 
in  the  direction  of  stability  and  peace  in  the  world. 

I  strongly  urge  and  implore  the  committee  to  maintain  the  150 
International  Account  at  the  highest  level  possible.  In  particular, 
no  cuts  should  be  suffered  by  the  Development  Fund  for  Africa  and 
other  accounts  like  it  that  have  direct  impact  on  the  poorest  of  the 
poor. 

Thank  you,  Mr.  Chairman,  for  the  opportunity  to  share  the  views 
of  World  Vision  and  others  in  this  field  with  the  committee. 

[The  prepared  statement  of  Mr.  Dellenback  appears  in  the  ap- 
pendix.] 

Mr.  Bereuter.  I  thank  our  distinguished  former  colleague  for  his 
statement.  It  is  very  eloquent,  and  we  know  that  you  speak  with 
particular  authority  since  you  not  only  served  in  the  Congress  but 
also  as  the  Director  of  the  Peace  Corps. 

Mr.  Dellenback.  Thank  you,  Mr.  Chairman. 

Mr.  Bereuter.  I  would  like  now  to  call  on  Mr.  Martin  Fergus, 
the  District  Coordinator  for  Bread  for  the  World.  And  he  lives  in 
New  York's  20th  district. 

Welcome,  Mr.  Fergus.  Please  proceed  as  you  wish. 

STATEMENT  OF  MARTIN  FERGUS,  DISTRICT  COORDINATOR 
FOR  BREAD  FOR  THE  WORLD,  NEW  YORK,  20TH  DISTRICT 

Mr.  Fergus.  Thank  you,  Mr.  Chairman. 

I  am  one  of  44,000  citizens  through  the  United  States  active  in 
Bread  for  the  World,  a  Christian  citizen's  antihunger  movement. 

We  volunteer  our  time  because  we  strongly  believe  that  U.S.  pub- 
lic policy  must  respond  to  the  needs  of  the  world's  poor  and  hungry, 
whether  they  live  in  Manhattan  or  Mozambique. 

We  commend  this  committee  for  encouraging  needed  debate  over 
foreign  aid.  Bread  for  the  World  supports  genuine  foreign  aid  re- 
form. We  are  not  defenders  of  a  system  that  is  out-moded,  wasteful, 
and  sometimes  fails  to  reach  people  most  in  need. 

At  the  same  time,  we  are  alarmed  by  some  of  the  proposals  now 
being  discussed  in  Congress.  Let  us  be  clear  about  the  type  of  for- 
eign reform  Bread  for  the  World  does  not  support. 

We  do  not  support  foreign  aid  reform  that  is  simply  a  pretext  for 
slashing  and  eventually  eliminating  funding  for  development  aid, 
especially  aid  to  Africa. 
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This  is  not  reform.  It  is  abandonment  of  the  little  responsibility 
we  now  accept  to  help  the  people  overseas  who  are  struggling  to 
overcome  poverty. 

Funding  for  most  bi-lateral  £ind  multi-lateral  development  pro- 
grams comes  to  less  than  $4  billion,  a  minor  share  of  the  $13  bil- 
lion foreign  aid  budget,  and  a  minuscule  share  of  the  $1.6  trillion 
national  budget. 

While  redefining  aid  policies  and  structure,  Congress  should  pro- 
tect the  modest  resources  going  toward  long-term  development. 

For  a  similar  reason,  we  oppose  sunset  provisions  to  eventually 
eliminate  funding  for  development  aid.  It  is  folly  to  set  an  arbitrary 
deadline  by  which  all  countries  must  be  prepared  to  graduate  from 
aid. 

We  do  not  support  foreign  aid  reform  that  narrowly  focuses  on 
bureaucratic  structures  to  the  exclusion  of  the  purposes  of  aid.  Con- 
gress should  reorganize  aid  bureaucracies  not  as  an  end  in  itself 
but  to  meet  certain  goals  or  purposes. 

In  fact,  the  goals  of  U.S.  foreign  aid  need  to  be  re-examined  in 
light  of  the  changed  global  realities  in  the  aftermath  of  the  Cold 
War. 

We  do  not  support  foreign  aid  reform  that  chooses  isolationism 
over  globsd  engagement,  or  uni-lateral  responses  over  multilateral 
ones. 

As  interdependence  among  nations  grows,  we  must  create  a  glob- 
al community  that  will  promote  shared  prosperity  and  opportunity. 

Our  continued  support  for  multilateral  institutions  such  as  the 
United  Nations  is  essential,  even  while  we  work  for  reforms  which 
improve  their  quality  and  efficiency. 

Now  I  would  like  to  address  the  kind  of  foreign  aid  reform  Bread 
for  the  World  does  support. 

First,  the  primary  purpose  of  foreign  aid  should  be  to  help  people 
living  in  poverty  with  emphasis  on  those  in  Africa,  in  their  struggle 
to  become  self-reliant  and  full  participants  in  their  societies.  This 
priority  should  be  reflected  in  budget  allocations. 

Development  aid  should  increase  poor  people's  incomes  through 
job  creation  and  access  to  credit,  land,  or  training;  improve  their 
health  and  education;  enhance  their  ability  to  participate  and  pro- 
tect natural  resources. 

Reasons  for  supporting  development  aid  are  both  moral  and  prac- 
tical. Almost  three-quarters  of  Americans  recently  polled  agreed 
that  the  U.S.  has  a  moral  responsibility  to  continue  to  help  poor 
nations. 

But  development  aid  also  creates  new  markets  for  U.S.  goods.  It 
enhances  global  peace  and  stability.  It  stems  the  spread  of  dis- 
eases, such  as  AIDS  that  do  not  stop  at  borders.  And  it  helps  pre- 
vent humanitarian  crises,  such  as  those  in  Somalia  and  Rwanda. 

Furthermore,  development  aid  works.  For  example,  U.S.  develop- 
ment aid  has  made  tangible  contributions  to  increasing  food  pro- 
duction, saving  the  lives  of  more  than  1  million  children  each  year 
in  eradicating  polio  in  the  Western  Hemisphere.  We  agree,  how- 
ever, that  there  is  still  room  for  improving  its  efficiency  and  its  im- 
pact on  poverty. 

Second,  long-term  development  assistance  should  be  independent 
from  short-term  political  security  or  commercial  interests  if  it  is 
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truly  to  respond  to  the  conditions,  needs,  and  priorities  of  poor  fam- 
ilies and  communities.  This  confusion  of  functions  within  USAID 
has  undermined  its  integrity  and  has  fueled  the  perception  that  de- 
velopment aid  has  failed. 

For  this  reason,  we  oppose  merging  the  development  functions  of 
AID  into  the  State  Department.  To  do  so  would  further  subject 
long-term  development  to  narrow,  short-term  political  interests.  In 
fact,  AID  should  be  moved  away  from,  not  closer  to,  the  State  De- 
partment. AID  should  not  report  to  the  Secretary  of  State  but  di- 
rectly to  the  President. 

Third,  long-term  development  aid  must  be  closely  integrated  with 
short-term  relief.  Short-term  relief  must  be  well  tailored  to  the  spe- 
cific situations  to  support  people's  productive  capacity  and  quickly 
put  them  on  the  path  to  recovery. 

At  the  same  time  development  aid  should  help  prevent  crises  and 
ameliorate  the  root  causes  of  food  insecurity  and  instability.  We  are 
encouraged  that  the  administration  is  moving  in  this  direction  with 
its  New  Horn  of  Africa  Initiative.  We,  therefore,  oppose  any  reorga- 
nization that  separates  relief  and  development. 

Fourth,  development  assistance  should  give  preference  to  grass- 
roots, non-governmental  organizations. 

Experience  has  shown  that  development  works  best  when  poor 
people  are  directly  involved  in  designing  and  running  programs. 

But  development  assistance  should  also  be  channeled  through 
municipal,  provincial,  and  national  level  governments,  where  public 
institutions  have  demonstrated  their  commitment  to  and  effective- 
ness in  implementing  fair  democratic  development.  It  would  be  a 
serious  mistake  to  limit  development  assistance  to  NGO's  and  the 
private  sector  alone. 

For  this  reason,  we  object  to  the  proposal  to  separate  develop- 
ment assistance  through  NGO's  from  government-to-govemment 
and  technical  assistance  between  two  agencies. 

Fifth,  to  ensure  policy  consistency  and  to  eliminate  duplication, 
there  should  be  central  coordination  among  all  government  agen- 
cies involved  in  development  policy  and  activities,  with  a  leading 
role  for  the  bilateral  AID  agency. 

In  particular,  the  agency  should  play  a  prominent  role  in  setting 
and  coordinating  U.S.  policy  with  respect  to  the  multi-lateral  devel- 
opment banks. 

We  believe  that  AID,  under  the  leadership  of  Brian  Atwood  has 
moved  considerable  distance  toward  implementing  several  of  the 
above  reforms.  Thus,  it  is  open  to  discussion  whether  these  reforms 
could  best  be  accomplished  through  a  reconstituted  AID  or  by  es- 
tablishing a  new  institution. 

However,  it  is  important  to  note  that  the  international  develop- 
ment foundation  broadly  outlined  by  Senator  Helms  does  not  ap- 
pear to  meet  these  guidelines. 

Last  but  not  least,  foreign  aid  reform  should  be  comprehensive 
in  scope.  New  global  realities  call  for  a  thorough  review  of  the  mul- 
tiple political,  security,  commercial,  development,  and  humani- 
tarian goals  of  all  foreign  aid  and  how  well  new  priorities  are  re- 
flected in  budget  allocation  and  implemented  by  existing  institu- 
tions. 
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As  part  of  this  comprehensive  review,  we  encourage  you  to  re-ex- 
amine the  $5.1  biUion  of  miUtary  and  security  aid  to  the  Middle 
East  in  Ught  of  the  end  of  the  Cold  War,  the  evolving  Middle  East 
peace  process,  and  the  decline  in  overall  foreign  aid  resources,  cou- 
pled with  new  demands  for  those  resources. 

And,  please,  Mr.  Chairman,  consider  carefully  the  consequences 
for  poor  and  hungry  people  of  broad  changes  to  our  foreign  aid  in- 
stitutions £ind  structures. 

Thank  you. 

[The  prepared  statement  of  Mr.  Fergus  appears  in  the  appendix.] 

Mr.  Bereuter.  Thank  you,  very  much.  Professor  Fergus,  for  your 
comments  on  behalf  of  Bread  for  the  World.  I  am  anxious  to  ask 
you  a  couple  questions. 

Next  will  be  Maria  Otero,  executive  vice  president,  ACCION 
International. 

Welcome.  Glad  you  came. 

Ms.  Otero.  Thank  you. 

Mr.  Bereuter.  Please  proceed. 

STATEMENT  OF  MARIA  OTERO,  EXECUTIVE  VICE  PRESIDENT, 
ACCION  INTERNATIONAL 

Ms.  Otero.  I  should  take  the  occasion,  Mr.  Chairman,  to  say 
that  in  the  time  that  we  served  together  on  the  board  of  Bread  for 
the  World,  where  I  still  chair  the  board,  we  miss  you. 

I  should  also  take  the  occasion  to  thank  the  distinguished  com- 
mittee for  inviting  me  to  testify  on  the  issue  of  my  microenterprise 
as  a  foreign  assistance  strategy. 

I  should  particularly  also  take  a  moment  to  particularly  thank 
Chairman  Oilman  and  G«jdenson  for  the  very  strong  support  that 
they  have  given  microenterprise  in  the  past. 

As  you  mentioned,  I  am  the  executive  vice  president  of  ACCION 
International,  which  is  a  U.S.  nonprofit  organization  that  has  spe- 
cialized in  microenterprise  development  for  the  last  20  years  in 
Latin  America  and  is  now  working  in  this  country. 

I  am  also  the  cochair  of  the  Microenterprise  Coalition,  which 
gathers  27  international  organizations  that  work  in 
microenterprise  throughout  the  world. 

And  I  am  as  well,  the  Chair  of  the  Board  of  the  InterAmerican 
Foundation,  which  works  with  microenterprise  by  providing  grants 
that  total  about  25  percent  of  the  total  amount  that  it  provides. 

You  have  my  testimony  for  the  record,  and  here  I  would  just  like 
to  summarize  my  statements. 

I  do  want  to  make  a  few  remarks  about  why  microenterprise  is 
such  an  extremely  effective  foreign  assistance  strategy  for  combat- 
ing poverty. 

As  you  know,  most  people  in  developing  countries  live  in  poverty, 
many  live  in  extreme  poverty.  They  are  unable  to  earn  enough 
money  to  feed  their  families.  As  you  know,  poverty,  over  time, 
strips  individuals  of  their  self-respect;  it  takes  away  their  dignity; 
it  takes  away  their  dreams.  Poverty  creates  hopelessness.  It  leads 
to  family  breakdown.  It  leads  to  political  unrest,  as  we  have  seen 
in  different  parts  of  the  world.  It  leads  to  terrorism.  Poverty  is  the 
main  threat  to  global  stability. 
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And  yet  within  this  scenario,  we  see  that  the  majority  of  poor 
people  survive  by  eking  out  a  living  using  the  meager  resources  at 
their  hands  and  using  their  own  ingenuity. 

When  we  see  a  woman  selling  oranges  on  the  streets  of  LaPaz, 
Bolivia  or  we  see  a  man  banging  out  pots  and  pans  using  used 
metal  in  Dhaka,  Bangladesh,  we  are  seeing  two  examples  of  how 
millions  and  millions  of  poor  people  around  the  world  fend  for 
themselves.  They  survive  by  creating  jobs  for  themselves  where 
there  are  no  jobs  that  are  available. 

They  also,  Mr.  Chairman,  comprise  50  percent  of  the  labor  force 
in  the  developing  countries.  And  they  are  called  self-employed  poor 
or  microentrepreneurs. 

What  the  poor  lack  in  order  to  sustain  their  business  is  access 
to  capital.  They  need  capital  to  buy  leather  to  make  shoes;  to  buy 
agricultural  products,  which  they  may  sell  on  the  markets;  to  buy 
wood  or  nails  if  they  make  furniture. 

We  know  the  banks  are  unable  to  and  unwilling  to  lend  to  the 
poor  because  the  poor  needs  small  amounts  of  money,  they  lack  col- 
lateral, they  are  high  risk,  they  are  unbankable. 

So  the  poor  depend  on  money  lenders  for  their  only  source  of 
credit,  who  charge  them  up  to  10  percent  of  interest  a  day.  Paying 
these  outrageous  rates,  the  poor  remain  poor. 

It  is  here  that  nongovernment  organizations  throughout  the 
world  have  taken  a  lead  in  pioneering  new  ways  of  extended  credit 
to  the  poor,  thereby  replacing  the  money  lender  and  establishing 
an  alternative  banWng  sector  for  the  microentrepreneurs. 

Microenterprise  development  has  achieved  two  breakthroughs  in 
the  past  10  years  which  are  really  worth  noting  because  they  en- 
able us  to  work  with  the  poor  on  a  massive  scale. 

They  allow  programs  to  expand  and  reach  very  large  numbers, 
as  we  have  seen  the  Grameen  Bank  of  Bangladesh  and  other  pro- 
grams do.  And,  as  important,  these  programs  can  cover  their  costs 
of  operations  from  income  that  they  earn  by  lending  to  the  poor, 
and  they  can  become  self-sufficient,  thereby  decreasing  the  need  for 
donor  support. 

This,  Mr.  Chairman,  is  a  poverty-fighting  strategy  which  can  fi- 
nance itself,  and  it  can  expand  without  limitations.  And,  as  such, 
it  is  a  very  powerful  concept. 

I  do  not  want  to  go  into  the  details  of  how  these  breakthroughs 
have  taken  place.  But  I  do  want  to  give  a  couple  of  examples  from 
ACCION  International.  We  work  with  a  network  of  institution  in 
14  countries  in  Latin  America. 

Last  year,  253,000  microentrepreneurs  received  loans  through 
these  organizations,  and  the  default  rate  was  under  2  percent. 

What  is  important  to  note  about  these  is  that  these  programs 
have  grown  exponentially  in  the  last  10  years.  In  1987  these  pro- 
grams lent  $14.6  million.  In  1992,  they  lent  $113  million.  Last 
year,  Mr.  Chairman,  they  lent  $288  million  in  loans  under  $500. 

The  other  thing  that  we  need  to  note  is  that  these  programs 
started  with  donor  support  from  the  InterAmerican  Foundation  and 
from  the  Agency  for  International  Development. 

And  yet,  today,  even  those  though  those  grants  were  all  for 
under  $500,000,  generally,  today  all  these  organizations  manage  a 
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portfolio  of  over  $138  million,  most  of  it  financed  from  local  com- 
mercial banks  and  from  their  own  earnings. 

Donors  here  served  a  critical  role  providing  the  seed  capital 
which  is  now  leveraging  significant  amounts  of  private  sector  cap- 
ital. 

We  even  read  this  in  the  Washington  Post  today  where  it  is  criti- 
cal assessment  of  aid  to  Egypt  is  eclipsed  only  by  a  success  story 
of  microenterprise  development. 

Finally,  another  important  highlight  is  that  some  of  these  organi- 
zations have  become  commercial  banks.  Perhaps  the  most  noted  of 
these  is  BancoSol  in  Bolivia,  which  converted  from  a  non-profit  or- 
ganization to  a  commercial  bank  3  years  ago. 

And  today,  Mr.  Chairman,  BancoSol  serves  62,000  clients,  which 
is  more  than  the  rest  of  the  banking  sector  combined  in  that  coun- 
try. Its  loans  start  at  $80.  Its  losses  have  never  reached  1  percent. 

And  interestingly  for  us,  last  month,  the  Superintendency  of 
Banks  of  Bolivia,  published  the  return  on  assets  for  all  the  banks 
in  that  system.  And  BancoSol  holds  first  place,  demonstrating  that 
lending  to  the  poor  is  not  only  viable  but  it  is  also  financial  viable. 

We  have  also  noted  that,  in  the  last  year,  a  well-known  U.S.  in- 
vestment firm  purchased  certificates  of  deposits  in  BancoSol  which 
backs  these  up  with  tiny  loans  that  do  not  have  collateral.  This 
link,  Mr.  Chairman,  between  Wall  Street  and  an  indigenous 
woman  with  a  bowler  hat  that  sells  oranges  in  LaPaz  Bolivia  has 
been  made.  It  is  a  link  that  is  truly  revolutionary. 

Now,  these  are  examples  of  what  microenterprise  can  do.  Yet,  in 
spite  of  these  advances,  we  note  that  even  the  Grameen  Bank,  with 
its  amazing  achievement  of  providing  credit  to  2  million  people,  is 
reaching  only  4  percent  of  the  poor  in  that  country.  And  BancoSol, 
which  I  have  just  told  you  about,  has  more  clients  than  the  rest 
of  the  banking  sector,  only  reaches  10  percent  of  the  population 
that  has  microenterprises. 

So  in  summary,  I  would  leave  three  important  and  quick  points 
with  this  Committee:  First,  microenterprise  development  is  a  high- 
ly successful  development  strategy.  And  it  has  demonstrated  that 
we  can  work  with  millions  of  poor  and  we  can  enable  them  to  cre- 
ate jobs,  to  earn  an  income,  and  to  move  themselves  out  of  poverty. 

The  second  key  point  is  the  microenterprise  makes  very  effective 
use  of  donor  funds.  These  grant  fund  supports  from  AID  and  from 
the  InterAmerican  Foundation  have  capitalized  programs  which 
are  allowing  us  to  say  that  foreign  assistance  is  used  as  it  should: 
It  starts  up  activities  that  reach  the  poor,  and  it  allows  them  to  le- 
verage money  locally  and  become  independent. 

As  you  know,  AID,  through  its  Microenterprise  Initiative,  which 
was  drafted  last  year  with  bipartisan  support  from  Congress  and 
with  a  great  deal  of  input  from  members  of  this  Committee  has  en- 
abled that  AID  to  work  much  more  closely  with  the  poor  and  espe- 
cially women. 

The  InterAmerican  Foundation  is  doing  the  same  thing  through 
the  grants  that  it  provides  to  community  organizations  to  help  indi- 
viduals start  their  enterprises. 

Finally,  Mr.  Chairman,  the  need  for  additional  funding  in 
microenterprise  is  something  that  is  terribly  important  to  high- 
light. As  you  know,  the  current  funding  is  $140  million  through  the 
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AID  program.  And  while,  of  course,  we  are  aware  of  the  Commit- 
tee's commitment  to  cutting  the  deficit,  even  the  smallest  decrease 
in  funding  in  microenterprise  will  hamper  our  ability  to  reach  the 
poor. 

In  fact,  if  the  resources  permit,  the  microenterprise  coalition  esti- 
mates that  we  could  effectively  implement  another  $35  million  dol- 
lars. 

Finally,  while  we  understand  that  you  intend  to  incorporate  lan- 
guage pertaining  to  microenterprise  into  the  foreign  assistance  bill, 
we  would  also  encourage  you  to  introduce  a  separate  bill  on  the 
subject  in  order  to  further  discussion  on  this  very  important  and 
effective  development  strategy. 

As  I  have  told  you,  microenterprise  is  a  true  breakthrough  in  the 
development  area.  I  ask  this  committee's  strong  support  as  we 
move  to  increase  our  efforts  on  a  scale  which  will  directly  benefit 
the  lives  of  millions  of  people. 

Thank  you. 

[The  prepared  statement  of  Ms.  Otero  appears  in  the  appendix.] 

Mr.  Bereuter.  Thank  you,  very  much,  for  your  fine  testimony 
and  for  your  leadership  on  ACCION  International. 

Ms.  Otero.  Thank  you. 

Mr.  Bereuter.  And,  Bread  for  the  World.  I  look  back  with  pleas- 
ure and  satisfaction  on  the  8  years  that  I  served  on  the  Bread  for 
the  World  Board.  But,  now,  my  colleague  Bill  Emerson,  who  heads 
the  Agricultural  Subcommittee,  is  serving  there;  and  I  am  sure  he 
will  make  a  big  contribution. 

I  recall,  during  my  first  term  on  this  committee,  becoming  famil- 
iar with  what  FINCA  was  doing  in  microenterprise  in  places  like 
Peru  and  Bolivia  and  trying  to  bring  the  word  then  to  my  col- 
leagues with  a  meeting  in  my  office. 

And  I  might  recognize  at  this  point  that,  just  after  you  gave 
Chairman  Oilman  his  compliment  on  being  a  pioneer  on 
microenterprises,  he  arrived  to  hear  a  great  majority  of  your  testi- 
mony. 

Ms.  Otero.  Thank  you.  I  appreciate  it  for  mentioning  that. 

Mr.  Bereuter.  I  would  like  now  to  turn  to  our  final  panelist,  Ho- 
bart  C.  Gardiner,  who  is  the  president  and  chief  executive  officer 
of  International  Executive  Services  Corps,  with  headquarters  in 
Stamford,  Connecticut. 

Mr.  Gardiner,  thank  you  for  coming.  You  may  proceed. 

STATEMENT  OF  HOBART  C.  GARDINER,  PRESIDENT, 
INTERNATIONAL  EXECUTIVE  SERVICES  CORPS 

Mr.  Gardiner.  Thank  you,  Mr.  Chairman. 

As  a  businessman  and  head  of  a  PVO,  I  will  underscore  the  di- 
versity of  private  sector  interest  and  activity  in  overseas  economic 
development. 

We  send  retired  American  men  and  women  to  help  private  enter- 
prises in  developing  countries  and,  beginning  in  1989,  to  emerging 
democracies  to  help  in  the  transition  from  command  to  free-market 
economies.  We  are  a  people-to-people  program. 

We  sent  1,200  men  and  women  last  year.  They  are  unpaid.  The 
value  of  their  donated  services  was  $33  million.  They  stay  up  to  3 
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months,  some  up  to  one  year.  They  do  not  just  advise.  They  help 
implement  their  recommendations. 

Our  goals  are  to  help  stimulate  and  accelerate  economic  growth 
through  private  enterprise,  to  strengthen  the  role  of  small  business 
and  to  enhance  partnerships  with  American  enterprises  and  to  gen- 
erate a  market  for  American  goods  and  services.  Sixty-four  percent 
of  our  1993  clients  reported  purchases  of  equipment  and  supplies 
from  the  United  States. 

Of  particular  note  is  that  lESC  had  programs  in  15  countries 
which  no  longer  require  our  presence.  Hence  another  goal  of  our 
operations  is  to  end  the  cycle  of  dependence  by  helping  countries 
reach  a  point  of  not  needing  further  assistance. 

In  the  last  decade,  we  have  quadrupled  our  services  because  of 
client  requests.  We  have  gone  from  300  projects  to  1,200. 

We  are  cost  effective  and  credible.  Our  volunteer  experts  are  un- 
paid. lESC  assistance  is  generally  one-third  the  cost  of  major  con- 
sulting firms.  And  clients  must  contribute  to  the  cost  of  individual 
projects. 

Last  year,  our  client  contributions  was  $5,462,000. 

There  is  a  high  sense  of  commitment  from  our  volunteer  experts. 
They  freely  donate  their  time  and  talent.  They  establish  personal 
relationships  with  our  overseas  clients,  and  they  continue  to  assist, 
without  costs,  long  after  the  assignments,  sometimes  years. 

We  have  credibility.  Senior  executives  and  managers  offer  life- 
times of  experience,  professional  knowledge,  and  networks;  and  35 
percent  of  lESC  projects  are  repeats  from  former  clients. 

We  have  increased  the  range  of  our  services.  Some  examples  in 
business  development:  we  have  achieved  commercial  links  between 
our  overseas  clients  and  U.S.  firms,  joint  ventures,  technology  li- 
censing agreements,  equipment  sales  and  leases,  franchises,  dis- 
tribution agreements,  comarketing  agreements. 

Four  hundred  and  sixty  U.S.  firms  received  extensive  assistance 
establishing  business  relationships  beneficizd  to  the  United  States 
with  lESC  clients  abroad. 

Millions  of  dollars  in  exports  of  U.S.  equipment  and  technology 
were  generated.  In  privatization  activities,  we  have  moved  state- 
owned  enterprises  into  private  hands,  creating  stock  exchanges  in 
the  process. 

In  our  defense  conversion  program,  which  was  called  "industry 
restructuring"  amd  now  "industrial  partnership  program,"  we  have 
converted  companies  that  were  involved  in  the  manufacture  of  mili- 
tary materiel  into  peacetime  activities  and  in  the  process  privatized 
them  while,  in  some  instances,  having  them  enter  into  joint  ven- 
tures with  U.S.  companies. 

We  have  been  very  active  in  a  public  administration  program, 
and  we  have  increased  our  project  activity  and  environment  repair 
and  the  protection  of  the  environment. 

We  have  become,  in  effect,  a  national  asset  over  our  31  years. 
And  13,000  men  and  women  have  registered  with  lESC  their  will- 
ingness to  serve.  This  is  the  largest  industry-specific  skills  bank  in 
the  world. 

We  have  networks  at  home  and  abroad.  For  example,  300  field 
associates  in  every  state  in  the  union  are  former  volunteers,  and 
60  offices  in  51  countries  abroad. 
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AID  leverages  its  funding  through  lESC,  and  the  taxpayer  gets 
a  significant  bang  for  the  buck.  I  am  quoting  some  external  eval- 
uators  hired  by  AID  on  programs  overseas. 

An  evaluation  of  the  entire  AID  program  in  Private  Enterprise 
Development  in  Central  and  Eastern  Europe  by  Checci  &  Company 
in  October  of  1993,  and  I  quote.  "Compared  to  seven  other  PVO's, 
lESC  rated  second  highest  in  cost  effectiveness  but  first  in  overall 
development  returns." 

On  a  cost-benefit  assessment  of  lESC  in  Egypt  completed  in  June 
of  1993  by  Dan  Lowery,  I  quote:  "If  the  same  short-term  projects 
had  been  awarded  to  international  consulting  companies,  the  costs 
would  have  been  two  times  greater  at  least." 

From  the  Sri  Lankan  U.S.  Ambassador  Schaffer  to  the  U.S.  De- 
partment of  the  Commerce  in  January  of  this  year,  in  regard  to  the 
technology  initiative  for  the  private  sector,  an  lESC  program,  I 
quote:  "As  a  consequence  of  this  program,  the  $12  million,  6-year 
program  is  anticipated  to  yield  exports  from  the  United  States  in 
excess  of  $50  million  dollars." 

From  a  Columbia  Business  School  study,  and  I  quote:  "Projects 
undertaken  by  lESC  collectively  constitute  one  of  the  most  valuable 
and  cost-effective  campaigns  on  behalf  of  free  enterprise,  democ- 
racy, and  American  goodwill  ever  undertaken  by  this  country." 

And  finally,  from  Jordan  Baruch  Associates,  another  organization 
that  evaluated  us,  I  quote:  "lESC  is  effective,  underutilized,  and 
underfunded." 

I  will  be  very  happy  to  respond  to  any  questions. 

Thank  you. 

[The  prepared  statement  of  Mr.  Gardiner  appears  in  the  appen- 
dix.] 

Mr.  Bereuter.  Thank  you,  very  much,  Mr.  Gardiner,  for  your  ex- 
cellent testimony.  The  details  that  are  also  in  your  statement,  of 
course,  will  be  important  to  us. 

I  regret  that  I  am  going  to  have  to  leave  shortly  to  speak  to  90 
high  school  students  from  my  district  who  are  here.  But,  I  am  very 
pleased  to  have  had  a  chance  to  listen  to  your  testimony.  And,  I 
am  also  particularly  pleased  that  the  chairman  has  joined  us  and 
can  resume  the  chair. 

I  yield  to  him,  first,  for  questions  that  he  may  have. 

The  Chairman.  Thank  you,  Mr.  Bereuter.  And  thank  you  for 
chairing  the  committee. 

And  I  want  to  thank  our  panelists  for  taking  the  time  to  be  with 
us.  I  regret  that  we  had  some  obligations  with  the  Speaker  that 
took  us  away  from  our  hearing  this  morning. 

But  I  cannot  thank  you  enough  for  having  all  this  expertise  here 
and  making  yourselves  available.  And  I  think  I  have  had  some  re- 
lationship with  virtually  all  of  you  from  time  to  time.  I  am  not  cer- 
tain if  I  had  worked  with  Mr.  Gardiner,  maybe  in  his  capacity  as 
the  Chamber  President  Overseas  where  we  have  come  into  contact. 

But  Marty  Fergus  is  in  our  own  region.  And  Mr.  Dellenback  is 
a  former  member.  Ms.  Otero  for  her  good  work  in  microenterprises. 
And,  of  course,  Ms.  Taft  has  worked  with  us  for  many  years  on 
these  problems. 

Let  me  ask  Mr.  Fergus,  first  of  all,  if  we  had  to  make  some  budg- 
et cuts,  Marty,  as  we  must,  do  you  think  we  should  protect  aid  to 
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any  specific  area,  for  example,  Africa,  Latin  America,  Asia,  Russia? 
Is  there  any  particular  area  that  you  would  put  a  priority  on  that 
we  should  be  protecting? 

Mr.  Fergus.  I  would  say  that  the  greatest  priority  at  this  point 
is  Africa  simply  because  the  need  is  so  great  in  that  region  of  the 
world.  Poverty  conditions  seem  to  be  worsening  there,  rather  than 
improving  in  many  cases. 

And  I  think  parts  of  the  foreign  aid  budgets,  such  as  those  funds 
earmarked  for  Africa,  the  $802  million  that  are  currently  ear- 
marked, those  should  be  preserved. 

I  think  the  African  Development  Foundation  that  has  been  very 
much  involved  in  things  like  microenterprise,  involving  people  di- 
rectly in  programs  that  will  impact  upon  their  lives.  These  are  the 
general  areas  and  kinds  of  programs  I  think  that  should  be  sup- 
ported. 

Bread  for  the  World,  as  you  know,  has  done  a  study  several 
years  ago  on  the  foreign  aid  budget  and  came  up  with  the  figure 
of  around  $4  billion  in  programs  that  target  primarily  poor  people. 
And  it  is  those  areas  that  I  would  want  to  see  most  vigorously  pro- 
tected. 

The  Chairman.  With  regard  to  Africa,  are  there  some  particular 
nations  you  would  prioritize? 

Mr.  Fergus.  I  am  not  sure  if  I  would  prioritize  certain  nations. 
You  might  want  to  talk  more  with  Sharon  Pauling,  the  Bread  for 
the  World  Africa  policy  analyst.  She  might  have  some  additional 
ideas  on  that. 

I  would  simply  point  to  the  fact  that  if  you  look  at  a  number  of 
different  programs  that  have  been  implemented  in  Africa,  you  can 
point  to  a  series  of  successes  in  a  number  of  different  nations  in 
terms  of  improved  literacy,  health  care,  access  to  land. 

I  think  it  is  more  a  case  of  identifying  of  where  the  programs 
seem  to  be  working  and  try  to  channel  money  there.  And  I  would 
say  to  say  that  Sharon  Pauling  will  know  much  more  about  the  de- 
tails of  that  than  I  would  as  a  grassroots  activist. 

The  Chairman.  Well,  thank  you  for  being  here,  Marty. 

And  former  Congressman  Dellenback,  if  AID  is  using  the  private 
voluntary  organizations  for  some  32  percent  of  its  development 
project  funding  this  year.  If  Congress  were  to  boost  that  percentage 
and  shift  more  to  the  PVO's,  how  much  more  do  you  think  the 
PVO's  could  efficiently  make  use  of? 

Mr.  Dellenback.  Mr.  Chairman,  it  is  difficult  for  me  to  talk 
about  other  PVO's  in  this  particular  area  that  are  generalized  on 
it,  because  we  are  dealing  here  with  really  somewhere  between  250 
and  400  agencies  which  do  work  in  the  field  of  development,  which 
are  PVO's  in  nature.  And  I  cannot  generalize  too  broadly  on  them. 

The  Chairman.  I  understand  that  World  Vision  is  one  of  the 
largest  POVs.  Is  that  correct? 

Mr.  Dellenback.  World  Vision  is  one  the  largest.  And  I  would 
say  that,  so  far  as  World  Vision  is  concerned,  we — I  do  not  want 
to  give  percentages  for  them,  particularly.  But  I  would  say  that  in- 
creases in  funds  are  clearly  something,  maybe  up  to  50  percent 
over  what  we  have  dealt  with. 

We  are  expanding  personnel.  We  are  finding  that  the  crying  need 
is  out  there,  Mr.  Chairman,  so  strongly — and  again  with  heavy  em- 
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phasis  on  Africa — ^that  we  are  standing  ready  to  expend  as  much 
of  the  funds  as  are  available. 

I  do  know  that  WVRD,  which  is  a  part  of  World  Vision  has  gone 
from,  in  the  last  three  years,  from  figures  that  were  in  the  $40  mil- 
lion area  of  private,  as  well  as  public  funds,  because  we  get — actu- 
ally most  of  our  funds  do  not  come  from  AID.  Most  of  our  funds 
come  from  the  private  sector. 

But  working  against  the  total  picture  of  what  we  have  been  able 
to  do  is  we  have  moved  from  the  40's  up  very  close  to  $100  million 
of  aid  that  we  have  been  able  to  deal  with  abroad. 

Now,  as  I  say,  most  of  that  is  not  AID.  But  we  are  expanding 
that  way,  over  the  last  3  years  that  kind  of  growth  has  existed. 
And  I  think,  Mr.  Chairman,  that  we,  if  we  are  typical  of  the  field, 
could  reach  out  considerably  over  where  we  are  now.  I  would  have 
to  go  elsewhere  to  find  out  exactly  what  percentages  others  could 
reach.  But  there  is  not  any  question  that  this  is  an  efficient  use 
of  funds.  During  the  time  that  we  testified  earlier,  we  talked  about 
Mozambique  as  one  example.  We  are  constantly  looking  for  effi- 
ciency. This  is  part  of  your  task  and  part  of  ours. 

And  that  is  an  example  where  the  trouble  that  has  been  saved 
for  the  future  by  the  millions  of  dollars  which  have  been  spent  in 
Mozambique  would  be  multiplied  many  times.  Check  it  against  a 
country  like  Bosnia,  for  example,  check  it  to  that  area.  And  we  re- 
alize that  we  are  pouring  in — the  estimate  was  given  earlier — 
something  like  $2  billion  a  year  into  that  area. 

The  troubles  that  can  arise  in  Africa,  if  we  do  not  prevent,  at  this 
time,  will  put  that  to  shame. 

So  I  think  it  is  well  and  efficiently  done. 

The  Chairman.  I  want  to  commend  World  Vision  for  the  excel- 
lent work  that  you  have  been  doing,  and  we  hope  you  will  continue 
in  that  direction. 

Mr.  Dellenback.  Thank  you. 

The  Chairman.  Ms.  Otero,  are  there  other  nations  that  have  fi- 
nally seen  the  light,  as  our  Nation  has,  on  microenterprise? 

Are  there  some  leading  nations  among  the  industrial  nations  who 
are  doing  some  things  among  microenterprise? 

Ms.  Otero.  I  should  say,  Mr.  Chairman,  that  one  of  the  most  im- 
portant things  to  recognize  about  the  work  that  this  country  has 
done  in  microenterprise  is  that  it  has  been  the  leading  voice  in  ad- 
vancing this  area  of  foreign  assistance  throughout  the  world. 

I  think  other  donors  have,  on  the  success  that  especially  AID  has 
demonstrated  in  microenterprise,  began  to  look  at  this  issue  in  a 
bit  of  a  different  way  and  began  to  see  that  it  is  a  very  important 
strategy  that  they  themselves  should  undertake  as  well. 

And  I  think  in  the  past  several  years  we  have  seen  an  increasing 
amount  of  importance  being  demonstrated  to  this  by  some  of  the 
European  countries. 

And  also  we  begin  to  see  it  in  the  multi-lateral  development 
banks.  We  see  the  World  Bank,  for  example,  beginning — its  execu- 
tive directors  just  voted  on  March  22nd — the  beginning  of  a 
microenterprises  fund  of  $33  million. 

The  InterAmerican  Development  Bank  in  Latin  America  has  also 
made  that  an  important  priority  for  its  work. 
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"  What  is  important  to  highlight,  since  I  have  been  following  this 
issue  for  over  15  years,  is  that  the  pioneer  in  this  area,  the  agency 
that  went  out  and  looked  to  find  out  how  it  was  that  one  could  ac- 
tually reach  the  poor  with  credit  and  could  do  it  in  a  self-sufficient 
way  were  the  agencies  that  represent  the  United  States  Grovem- 
ment.  They  were  AID,  and  they  are  the  Inter  American  Foundation 
and  the  Africa  Development  Foundation. 

The  Chairman.  Well,  that  is  encouraging  to  hear  that.  And  I 
hope  you  will  continue  your  good  work. 

Ms.  Otero.  Thank  you. 

The  Chairman.  Ms.  Taft,  it  is  good  having  you  back  with  us  once 
again. 

One  of  the  things  that  has  troubled  me  in  the  past  is,  is  there 
good  coordination  between  the  PVO's?  They  are  doing  so  much  good 
work  in  various  areas;  but  is  there  any  coordinating  group  that 
makes  certain  there  is  not  duplication  or  that  they  are  being  used 
in  the  most  effective  areas? 

Ms.  Taft.  There  is  no  replication  of  interaction  as  a  coalition  in 
most  of  the  receiving  countries. 

The  glue  that  keeps  the  programs  from  overlap  in  the  field  is 
mostly  the  AID  missions.  And  I  think  this  is  one  of  the  consider- 
ations we  have  to  think  about,  the  presence  of  a  field  staff.  We  are 
the  only  country  that  has  a  field  presence  in  most  of  these  places. 

And  so  it  can  be  an  exchange  of  information.  It  also  is  a  resource 
for  other  donors  that  are  looking  for  where  are  the  gaps  in  pro- 
grams; where  the  most  appropriate  delivery  mechanisms  for  the 
kinds  of  initiatives  we  are  talking  about? 

So  we  see  a  very  good  partnership  with  AID  there. 

I  must  say  in  the  relief  and  development  field,  which  you  know 
I  work  a  lot  in  as  well,  we  really  have  a  major  job  to  do  on  field 
coordination  in  disasters.  But  I  think  that  in  the  development  field, 
it  works  a  lot  better. 

The  Chairman.  There  is  no  central  coordinating  council,  is  there, 
in  AID  about 

Ms.  Taft.  Yes.  There  is  an  Advisory  Committee  on  Voluntary 
Foreign  Aid,  which  both  Maria  and  I  sit  on. 

The  Chairman.  Does  that  take  place  in  Washington? 

Ms.  Taft.  Yes,  sir,  it  does.  And  it  has  about  21  public  members, 
and  we  discuss  and  make  recommendations  to  the  AID  adminis- 
trator on  a  variety  of  the  concerns  such  as  procurement  reform,  co- 
ordination issues,  the  responsiveness  of  AID,  priorities,  et  cetera. 

We  meet  four  times  a  year,  and  Brian  Atwood  has  been  very  re- 
sponsive to  the  kinds  of  concerns  for  our  community. 

We  also  have  subcommittees  that  work  on  democracy  promotion, 
on  procurement,  on  women  and  public  information  and  outreach. 

So  it  is  a  very  active  group.  And  it  is,  in  fact,  AID's  body  for 
reaching  out  to  the  public  sector. 

The  Chairman.  Well,  it  is  encouraging  to  hear  that. 

Mr.  Gardiner,  my  time  is  running  out.  Are  we  making  much  suc- 
cess in  the  Newly  Independent  States  on  conversion  from  defense 
plants  over  to  other  applications,  other  civilian  uses  of  their  fac- 
tories? 

Mr.  Gardiner.  Yes.  We  have  been  quite  successful,  to  the  extent 
that  the  Department  of  Defense  now  funds  part  of  our  program 
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from  the  Nunn-Lugar  Fund.  And  in  this  connection,  we  have  also 
been  able  to  develop  joint  ventures  with  U.S.  companies  as  well. 

The  Chairman.  And  are  people  in  your  service  meeting  with  good 
cooperation  in  these  other  Newly  Independent  States? 

Mr.  Gardiner.  Well,  it  is  mixed.  It  is  rather  difficult  because 
some  of  those  people  naturally  are  trying  to  defend  their  our  own 
self-esteem  and  their  own  past. 

But  we  have  been  reasonably  quite  successful.  We  have  several 
success  stories.  And  we  are  beginning  to  develop  more  specific  joint 
ventures  that  had  actually  resulted  in  our  ability  to  export  prod- 
ucts from  the  United  States. 

Westinghouse,  AT&T  are  two  examples  of  joint  ventures  involved 
from  defense  conversion  in  the  Nunn-Lugar  Fund. 

The  Chairman.  And  with  the  help  of  your  service  corporation? 

Mr.  Gardiner.  Oh,  yes.  It  was  with  the  help  of  the  volunteer  ex- 
ecutives, yes. 

The  Chairman.  We  commend  you  for  the  work,  and  we  hope  you 
will  continue  that. 

Grentlelady  from  Kansas,  Mrs.  Meyers? 

Mrs.  Meyers.  Thank  you,  Mr.  Chairman.  And  I  too,  am  sorry 
that  the  committee  has  had  to  run  in  and  out  so  many  times  today. 
I  had  to  give  a  speech  at  noon  and  just  got  back  a  little  while  ago. 
So  I  missed  some  of  your  testimony. 

Let  me  ask  Ms.  Otero:  What  economic  policies  do  you  think  a 
country  must  adopt  before  microenterprise  loans  become  a  worth- 
while program? 

Are  there  any  conditions  that  you  either  insist  on  or  like  to  see 
in  a  country  before  you  think  microenterprise  program  will  be  suc- 
cessful? 

Ms.  Otero.  Well,  I  think  that  there  are  certain  conditions  that 
have  to  be  able  to  exist  before  you  can  actually  extend  very  small 
loans  to  people  and  expect  to  get  them  back  and  not  lose  the  value 
of  them. 

For  example,  countries  with  hyperinflation  or  high  levels  of  infla- 
tion are  usually  settings  where  microenterprise  programs  do  not 
fair  very  well,  for  the  very  reasons  that  I  have  just  stated  and  be- 
cause the  level  of  production  at  that  level  decreases.  So  people  real- 
ly cannot  borrow.  You  cannot  really  lend  money  without  becoming 
so  decapitalized  that  you  lose  it. 

Another  serious  characteristics  that  have  been  very  helpful  in 
the  area  of  microenterprise  is  countries  that  have  liberalized  their 
financial  systems.  In  countries  where  you  do  not  have  regulated  in- 
terest rates,  for  example,  you  are  able  to  run  microenterprise  pro- 
grams, which  generally  need  to  charge  an  interest  rate  that  is 
somewhat  higher  than  commercial  rates  because  it  is  so  expensive 
to  lend  at  this  level. 

I  spoke  of  BancoSol  earlier  which  probably  processes  tens  of 
thousands  of  loans  a  month.  That  is  very  expensive  cost  to  do  that 
so.  So  the  interest  rate  that  has  to  be  charged  in  order  to  maintain 
these  programs  self-sufficient,  to  cover  the  costs,  has  to  be  some- 
what higher. 

And  in  countries  where  that  is  regulated  and  where  the  govern- 
ment will  not  allow  you  to  let  the  market  operate  in  that  regard, 
then  microenterprise  programs  do  not  operate  as  well. 
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And  finally,  as  we  see  some  of  these  organizations  that  are  spe- 
cializing and  providing  capital  to  very  poor  people  become  parts  of 
the  financial  system  which  is  really  very  important  as  they  become 
banks  and  finance  companies  and  cooperatives,  you  also  begin  to 
see  that  they  are,  then,  regulated  within  the  formal  economy  of 
that  country. 

And  as  such,  there  has  to  be  a  supervisory,  a  regulatory  body  of 
laws  and  regulations  that  will  enable  these  organizations  to  be  able 
to  operate  locally. 

So  we  look  very  closely  at  the  economic  conditions  of  a  country 
as  it  relates  to  microenterprise. 

Mrs.  Meyers.  You  said  that  we  have  stimulated  other  countries 
to  undertake  this  same  t3T)e  of  activity.  So  are  microenterprise  pro- 
grams fairly  prevalent  throughout  the  world?  Are  there  any  coun- 
tries that  should  have  them  that  do  not? 

Ms.  Otero.  I  think  that  there  are — I  cannot  really  speak  for  all 
the  countries  in  the  world,  especially  since  I  know  Latin  America 
best. 

But  I  think  that  in  most  countries,  even  in  Central  Asian  coun- 
tries, we  begin  to  see  that  U.S.  non-government  agencies  and  local 
non-government  agencies,  if  they  have  the  resources,  are  able  to 
start  up  microenterprise  programs  with  really  very  little  additional 
input  but  some  seed  capital. 

The  incorporation  of  resources  from  multilateral  development 
banks  as  well  as  from  the  European  donors  and  the  Japanese,  add 
to  the  pool  of  resources  needed  to  meet  the  credit  needs  of  the  poor, 
which,  as  I  mentioned,  we  are  just  beginning  to  cover  the  tip  of. 

So  from  that  perspective,  I  think  part  of  what  we  would  want  to 
see  happen  in  the  next  few  years  is  the  expansion  of  these  pro- 
grams, particularly  because  we  have  learned  so  much  about  how  to 
run  them.  We  have  made  so  many  breakthroughs  in  demonstrating 
that  these  can  be  sustainable  in  the  long-term  and  that,  down  the 
road,  you  will  not  need  resources  from  the  U.S.  or  from  European 
donors  in  order  to  be  able  to  sustain  these  programs. 

But  for  now,  for  the  seed  capital  that  is  needed,  that  is  still  a 
piece  that  is  essential. 

Mrs.  Meyers.  Thank  you. 

Ms.  Otero.  Thank  you. 

Mrs.  Meyers.  Mr.  Gardiner,  I  was  just  very  impressed  with  your 
testimony  that  13,000  volunteers,  I  think  you  said,  volunteer  their 
time  and  energy  to  work  in  a  foreign  country.  Some  of  them  are 
probably  in  less  than  ideal  circumstances. 

This  certainly  would  stimulate  investment  and  create  jobs  in 
those  countries,  and  it  is  a  very  important  thing  that  you  are 
doing. 

Let  me  ask  you — I  do  not  know  if  you  have  made  any  attempt 
to  estimate  this  or  not — ^but  do  you  have  any  idea  what  the  cost 
would  be  if  we  were  to  pay  for  the  volunteer  hours  that  those 
13,000  volunteers  have  put  in? 

Mr.  Gardiner.  The  cumulative  value  of  donated  services  since 
our  founding  in  1964  is  half  a  billion  dollars,  a  little  over  half  a 
billion  dollars. 

And  last  year,  the  value  of  the  donated  services  was  $33  million. 
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One  point  that  I  did  not  mention  is  that  we  were  the  first  coun- 
try to  create  this  concept  of  sending  retired  business  people  over- 
seas. Today,  there  are  19  other  countries  that  do  it.  They  have  cop- 
ied us.  And  the  Canadians  and  the  French  and  some  of  the  Euro- 
pean countries  have  programs  practically  as  large  as  ours.  And 
their  programs  now  have  a  bias  toward  the  private  sector.  They 
look  at  the  private  sector  as  a  engine  of  growth  that,  unless  you 
have  factories,  unless  you  have  wealth-producing  mechanisms,  you 
cannot  support  some  of  the  social  programs  that  are  so  needed. 

And  in  so  doing  they  are  looking  to  create  linkages  with  compa- 
nies in  their  own  countries.  So  there  is  a  real  self-interest  factor, 
not  enlightened  self-interest,  direct  self-interest,  to  be  able  to  de- 
velop business  export  opportunities  for  their  own  countries. 

Mrs.  Meyers.  Well,  thank  you  all  for  your  testimony. 

The  Chairman.  To  our  panelists,  before  you  leave,  I  am  going  to 
ask  each  one  of  you:  If  you  had  your  choice,  your  opportunity  to 
make  an  important  recommendation  to  us  as  we  review  reform, 
what  do  you  think  is  the  most  important  reform  that  you  would 
recommend  with  regard  to  this  Committee's  work  in  reforming  our 
foreign  assistance  apparatus? 

Mr.  Fergus. 

Mr.  Fergus.  I  guess  my  reaction  is  first  negative,  rather  than 
positive. 

Some  of  the  reforms  that  are  currently  being  suggested,  espe- 
cially, for  example,  from  Senator  Helms,  seem  to  imply  that  there 
is  kind  of  a  magic  bullet  out  there,  if  we  simply  reorganize  foreign 
aid  following  some  particular  formula,  then  things  are  going  to  get 
better. 

I  think  there  are  serious  questions  about  that  proposal,  including 
the  sunset  provisions  and  other  problems  I  referred  to  in  my  state- 
ment. 

I  think  what  has  to  happen  in  the  area  of  foreign  aid  is  to,  again, 
single  out  those  programs  that,  in  fact,  will  produce  more  just  dis- 
tribution, more  democracy  in  Third  World  countries.  These  are  con- 
ditions that  will  improve  the  well-being  of  the  average  person,  pro- 
mote the  kind  of  stability  that  will  prevent  the  future  Somalias, 
Rwandas,  et  cetera. 

So  I  think  it  is  simply  a  case  of  targeting  those  programs  that 
have  maximum  impact  upon  the  poor.  And  I  think  Brian  Atwood, 
in  terms  of  some  of  his  proposed  changes  already  within  AID,  has 
begun  to  address  those  issue  and  perhaps  moving  more  in  that  di- 
rection. 

The  Chairman.  I  appreciate  your  thoughts. 

Marty,  please  bear  in  mind  that  what  Senator  Helms  did  was  en- 
dorse the  initial  recommendation  of  Secretary  Christopher  and  has 
been  running  with  it.  But  Secretary  Christopher,  of  course,  met 
with  opposition  within  his  own  bailiwick,  as  he  started  getting  into 
turf  problems. 

Mr.  Dellenback. 

Mr.  Dellenback.  Mr.  Chairman,  I  would  say  one  thing  that  I 
would  urge  we  not  do  and  then  one  thing  that  I  would  urge  that 
we  do.  And  they  are  tangential  to  your  question  of  what  reforms. 

The  thing  that  I  would  urge  that  not  be  done  is  to  take  AID  and 
put  it  under  State,  make  it  part  of  State.  I  will  not  go  into  all  the 
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arguments  on  it,  but  it  is  relevant  to  this  point.  It  is  somewhat 
similar,  Mr.  Chairman,  to  what  I  ran  into  in  the  Peace  Corps, 
where  Peace  Corps  had  first  been  independent,  then  we  moved  it 
back  to  Action.  Aiid  when  I  spent  2  years  in  Peace  Corps,  I  deter- 
mined that  was  a  very  poor,  unwise  move  for  us  to  make.  And  I 
was  one  of  those  who  urged  the  Congress  afterward  to  make  it 
independent  once  again. 

And  since  it  has  been  made  independent  once  again,  it  has  func- 
tioned much  better,  if  you  will,  than  it  was  doing  when  it  was 
made  part  of  this  umbrella  agency. 

I  think  we  would  make  a  mistake  to  take  AID  and  make  it  sub- 
servient to  just  an  integral  part  of  the  State  Department.  And  we 
can  discuss  that  in  detail  at  some  time. 

So  I  would  urge  that  that  be  resisted. 

The  second  thing — ^your  question  of  Mr.  Fergus  about:  If  some- 
thing were  to  be  protected,  what  part  would  you  protect? 

That  is  like  saying  to  somebody  who  is  the  parent  of  five  chil- 
dren: Which  is  your  favorite  child?  If  you  are  going  to  save  one 
child,  which  child  are  you  going  to  save?  I  want  to  save  them  all, 
because  we  are  working.  World  Vision  is  working  around  the  world 
in  95  countries;  and  we  do  not  want  any  of  them  to  be  lost. 

But  if  you  were  to  push  me  hard  on  maybe  which  one  needs  it 
most,  I  would  say  that  the  Development  Fund  for  Africa  is  really — 
that  $800  million  is  money  well  invested.  It  is  not  spent.  It  is  not 
given  away.  It  is  not  wasted.  It  is  invested.  And  it  is  reaching  some 
of  the  poorest  of  the  poor,  some  of  the  most  needy. 

And  if  there  were  one  wall  that  we  had  to  build  around  it,  I 
would  urge  that  the  committee  consider  that  wall. 

The  Chairman.  Thank  you,  Mr.  Dellenback. 

Ms.  Otero? 

Ms.  Otero.  Yes.  I  would  answer  this  question,  Mr.  Chairman,  by 
looking  first  as  you  look  at  reform  at  the  amount  that  you  will  be 
considering  for  foreign  assistance.  I  think  that  there  is  a  danger  as 
we  begin  to  look  at  the  issue  of  cutting  the  deficit  in  this  country 
that  we  could  very  quickly  make  decisions  about  particularly  devel- 
opment assistance. 

I  do  not  know  that  the  United  States  wants  to  move  down  that 
list  of  developing  countries  that  provide  foreign  assistance  to  the 
developing  countries. 

Right  now,  as  someone  else  testified,  it  is  number  21  on  that  list. 

I  think  one  has  to  be  very  careful  about  how  a  decrease  in  the 
amount  of  development  assistance  could  take  the  United  States 
further  down  that  list. 

The  second  issue  related  to  the  amount  that  you  decide  on — 
which  I  understand  is  obviously  critical  and  an  important  issue 
that  has  a  much  broader  scenario  in  which  we  are  debating — is 
that  the  relationship  between  development  assistance  and  the  U.S. 
national  interest  is  a  debate  that  I  think  has  not  received  the  level 
of  attention  that  it  needs.  And  it  is  a  debate  that  has  many  facets 
to  it  and  that  I  think  needs  to  be  incorporated  into  this  discussion 
quite  a  bit  more.  I  think  we  tend  to  dismiss  the  needs  of  other 
countries,  especially  among  the  poor  in  relation  to  this. 
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And,  finally,  in  the  area  of  structure,  I  would  certainly  agree 
with  the  other  members  of  this  panel  that  I  think  it  is  very  impor- 
tant for  AID  to  remain  separate. 

As  you  know,  I  am  chair  the  board  of  InterAmerican  Foundation. 
I  think  it  is  terribly  important  for  that  foundation  to  remain  inde- 
pendent to  enable  it  to  continue  to  do  its  work  and  to  enable  it  to 
be  able  to  leverage  the  resources  that  it  is  able  to  do  by  remaining 
separate. 

In  this  regard,  Mr.  Chairman,  I  would  point  out  that  part  of  the 
importance  in  development  is  that  you  need  to  use  people  who 
know  about  development  in  order  to  carry  out  there  work.  And  I 
think  when  you  think  that  this  can  be  put  under  the  State  Depart- 
ment, we  are  opening  ourselves  for  being  able  to  use  the  resource 
that  are  used  for  foreign  assistance  in  a  way  that  is  not  going  to 
be  effective. 

The  Chairman.  Thank  you,  Ms.  Otero. 

Ms.  Taft? 

Ms.  Taft.  The  implication  of  one  of  your  earlier  questions  about 
how  much  more  the  PVO's  could  absorb  is  one  that  is  both  music 
to  our  ears,  and  it  also  can  terrify  us. 

I  do  believe  that  the  PVO's  can  absorb  more  money  for  more  pro- 
grams. But  we  have  to  define  first  what  are  the  critical  priorities. 
And  I  think  your  proposed  legislation  a  few  years  ago  and  some  of 
the  other  reform  legislation  offerings  last  year  have  to  be  our  start- 
ing point.  We  have  got  to  get  rid  of  all  of  these  barnacles  that  exist 
in  the  current  legislative  framework.  And  I  think  that  is  the  bot- 
tom line. 

Secondly — I  know  I  was  only  supposed  to  give  just  one — but  let 
me  just  say  that,  to  separate  out  the  PVO  private  sector  from  pro- 
grams that  relate  to  policy  considerations  and  structural  issues  and 
sectoral  reform  in  recipient  countries,  is  a  mistake. 

We  would  urge  that  there  not  be  a  separation  of  all  the  PVO  pro- 
grams away  from  the  context  of  what  the  foreign  policy  context  is 
and  the  kinds  of  support  we  have  got  from  AID  in  the  past. 

Thank  you. 

The  Chairman.  Thank  you,  Ms.  Taft. 

Mr.  Gardiner. 

Mr.  Gardiner.  Well,  I  think  probably  what  is  most  needed  is  a 
new  Foreign  Assistance  Act,  which  your  task  force  had  rec- 
ommended several  years  ago. 

And  within  that  Foreign  Assistance  Act,  we  need  a  very,  top  level 
person  who  would  coordinate  all  foreign  assistance  programs. 

We  agree  with  the  Ferris  Commission  that  Brian  Atwood  should 
be  allowed  to  complete  his  program  of  reforms  in  AID. 

We  view  with  some  concern,  however,  putting  all  of  these  foreign 
affairs  agencies  in  an  enlarged  State  Department. 

The  corporate  business  experience  in  the  1980's  of  conglomerates 
did  not  prove  all  that  well.  And  I  just  think  that  the  focus  and 
clear  mandates  that  OPIC,  the  Ex-Im  Bank,  the  TDA  have  is  a 
good  example  of  how  those  programs  work  effectively.  And  I  would 
think  that  one  can  achieve  focus  without  going  through  major  orga- 
nizational changes. 

But  really  what  is  important  is  a  new  Foreign  Assistance  Act. 
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The  Chairman.  Well,  again,  I  want  to  thank  our  panelists.  Great 
expertise.  And  we  appreciate  you  taking  the  time  to  come  and  give 
us  the  benefit  of  your  thinking.  I  hope  you  will  not  relegate  your 
recommendations  to  just  this  hearing.  As  we  move  forward,  we 
would  welcome  hearing  from  you. 

Thank  you  very  much. 

And  the  committee  stands  in  recess. 

[Recess.] 

Mr.  Roth.  Good  afternoon.  There  are  many  people  in  the  hallway 
this  afternoon.  I  told  them,  if  they  do  not  hear  this  testimony,  they 
are  going  to  miss  the  best  testimony  we  have  on  the  Hill  today.  I 
am  delighted  to  have  you  with  us. 

With  this  panel,  we  move  from  the  issue  of  foreign  aid  to  the 
issue  of  trade  promotion.  I  am  very  much  interested  in  that.  In 
fact,  I  am  going  all  the  way  to  Korea  in  just  of  couple  of  days  to 
talk  about  this  very  issue. 

In  the  last  two  congresses,  I  have  been  the  republican  sponsor 
for  our  jobs  through  export  legislation.  And  this  legislation  is  to  ex- 
pand and  strengthen  both  the  Trade  and  Development  Agency  and 
the  Overseas  Private  Investment  Corporation. 

In  addition,  our  Committee  has  had  oversight  authority  over  the 
Ex-Im  Bank.  We  have  been  very  interested  in  the  Bank's  ability  to 
serve  our  U.S.  exporter  needs.  And,  therefore,  I  am  very  interested 
in  hearing  this  panel's  views  in  how  these  agencies  are  faring  and 
also  on  their  views  on  proposals  and  making  our  trade  promotion 
programs  more  effective  and  efficient. 

I  think  everyone  realizes  or  should  realizes  by  now  that  the  big 
debate  in  this  decade  and  in  the  21st  century  is  going  to  be  that 
of  trade.  And  the  countries  and  societies  that  can  address  the  is- 
sues of  trade  and  stay  ahead  are  going  to  be  the  societies  of  the 
21st  century. 

So,  gentlemen,  I  am  delighted  to  have  you  here  this  afternoon. 
I  think  we  will  start  with  Mr.  Cox,  for  his  testimony  and  proceed 
in  that  direction. 

Mr.  Cox. 

STATEMENT  OF  JAMES  COX,  DIRECTOR,  PROJECT  FINANCE, 
WESTINGHOUSE  ELECTRIC  CORPORATION 

Mr.  Cox.  Mr.  Chairman,  thank  you  very  much. 

My  name  is  James  Cox,  and  I  am  the  Director  of  Project  Finance 
for  Westinghouse,  and  I  am  here  today  on  behalf  of  the  National 
Foreign  Trade  Council. 

And  I  have  submitted  written  testimony  for  the  record;  and  with 
your  agreement,  I  would  just  like  to  summarize  that  briefly  and 
answer  any  questions  subsequently  that  you  may  have. 

Mr.  Roth.  With  no  objection,  we  will  enter  that;  and  you  proceed 
as  you  see  fit. 

Mr.  Cox.  Mr.  Chairman,  I  think  your  opening  remarks  were 
right  on  in  terms  of  positioning  ourselves  in  the  21st  century. 
Clearly  American  companies  today  are  engaged  in  an  economic  bat- 
tle with  our  European  and  Japanese  competitors.  And  clearly  the 
most  important  thing  for  us  is  export  market  share. 

There  is  no  doubt  about  it,  Mr.  Chairman,  that  the  developing 
countries  and  the  developing  economies  are  going  to  grow  twice  as 
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fast  as  the  economies  in  the  developed  world.  And  clearly  these  are 
the  target  markets  that  American  exporters  must  be  able  to  pene- 
trate and  to  access. 

Mr.  Chairman,  in  terms  of  these  particular  markets,  it  is  so  im- 
portant to  garner  that  market  share  and  not  lose  it.  Clearly,  once 
a  market  share  is  lost,  it  is  almost  virtually  impossible  to  re-ac- 
quire that  market  share. 

So  what  we  are  really  talking  about  is  being  able  to  penetrate 
those  markets  and  to  have  that  market  share. 

Speaking  for  my  own  company,  Westinghouse,  clearly  we  are  pre- 
pared— and  we  should  be  prepared — to  compete  on  the  basis  of 
price,  on  the  basis  of  technology,  on  the  basis  of  quality,  and  on  the 
basis  of  delivery. 

Mr.  Chairman,  I  think  the  committee  would  agree  that  when  we 
enter  into  this  economic  competition,  we  cannot  be  alone  if  we  are 
competing  against  foreign  governments.  And  our  competitors  clear- 
ly are  being  supported,  very  strongly,  by  their  governments. 

And  it  is  no  secret  that  every  industrialized  country,  including 
even  the  Newly  Industrialized  Countries,  have,  in  fact,  export  fi- 
nance programs  to  support  their  own  exporters. 

So  we  are  really  talking  about  comparability  in  terms  of  what 
should  be  the  response  for  what  is  going  on. 

There  are  three  agencies  that  we  would  just  like  to  discuss  brief- 
ly in  their  role.  The  first  being  Ex-Im  Bank.  And  clearly  the  Bank's 
mission  is  to  act  only  when  necessary.  And  there  are  really  three 
cases  that  we  are  looking  for  the  Bank  to  be  involved. 

Clearly,  the  bank  is  involved  when  foreign  governments  are  offer- 
ing financing  to  support  their  exporters.  Secondly,  when  we  find 
that  commercial  banks  or  private  lenders  are  not  able  to  offer  fi- 
nancing, particularly  in  emerging  markets  and  in  order  to  get  our 
exports  seated  and  available;  and,  third,  to  support  small  busi- 
nesses. 

Clearly  there  is  a  need,  and  I  think  we  will  see,  particularly,  the 
Ex-Im  Bank,  has  been  very  responsive  in  recent  years  to  meeting 
the  challenge  to  involving  small  exporters,  not  only  through  large 
projects  where  they  are  part  of  invisible  exporters,  they  a  support 
large  companies,  their  products  are  part  of  that;  but  we  also  see 
where  they  are  now  in  the  tune  of  $1.7  billion  in  the  last  year,  par- 
ticipating in  that. 

T.D.A.  Let  me  just  mention  TDA  briefly,  Mr.  Chairman. 

This  has  been  extremely  important,  and  I  do  not  think  it  is  un- 
derstood how  helpful  TDA  has  been  to  U.S.  exporters.  The  issue 
here  has  been  to  be  able  to — avail  ourselves  of  the  opportunity  to 
participate  in  preparing  feasibility  studies. 

Too  often  we  have  found — and  unfortunately  U.S.  companies  find 
that  their  technology  is  not  qualified  or  not  agreed  to  be  qualified 
for  bids. 

And  we  find  that  either  it  is  disqualified  or  the  cost  of  making 
our  technology  meet  bid  specifications  is  so  expensive  that  ulti- 
mately we  are  not  going  to  be  competitive. 

T.D.A.  has  given  us  a  forum,  although  admittedly,  currently  they 
have  a  demand  about  3  to  1  that  is  exceeding  what  they  could  be 
doing  in  terms  of  these  feasibility  studies  to  support  U.S.  exporters. 
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But  it  has  given  us  the  opportunity  on  a  cost-sharing  basis,  be- 
cause what  we  have  to  do  every  time  that  we  work  with  TDA,  we 
agree  to  pay  part  of  the  cost  of  that  feasibility  study  without  a 
guarantee  that  we  are  ultimately  going  to  get  the  business.  But  it 
clearly  positions  us  to  get  U.S.  technology  accepted,  written  into 
the  bid  specs,  and  it  allows  U.S.  companies  really  to  compete  fairly. 

We  have  seen  repeatedly,  for  instance,  in  1992,  Japan  spent  in 
excess  of  $30  million  on  a  equivalent  program  to  what  TDA  spent 
$32  million.  So  you  can  see,  really  where  our  spending  has  been 
modest;  but  the  results,  to  date,  have  made  an  entire  difference  to 
allow  us  to  compete  competitively.  And  that  is  really  an  important 
feature  of  TDA. 

O.P.I.C.  I  think  it  is  well  known  to  the  committee  OPIC  has  been 
profitable  had  a  net  income  of  over  $167  million  last  year,  returned 
those  funds  to  the  Government.  And,  therefore,  because  of  that 
mix,  OPIC  has  become  a  self-sustaining  agency.  It  is  producing  rev- 
enue while  operating  at  no  net  cost  to  the  American  taxpayer. 

And  clearly  NFTC  supports  the  continued  budget  request  of  $110 
million  next  year  for  OPIC's  programs. 

Finally,  Mr.  Chairman,  let  me  just  make  a  few  remarks  about 
the  consolidation  program.  And  this  is  something  that  the  Commit- 
tee had  asked  the  NFTC  to  look  at.  And  I  want  to  assure  you  that 
the  NFTC  and  its  members  feel  clearly  an  obligation  to  constantly 
look  at  new  programs  to  see  if  there  are  ways  that  we  can  make 
U.S.  exports  more  competitive,  more  effective,  more  targeted.  And 
I  think  in  light  of  that,  clearly  we  have  reviewed  this  proposal. 

And  at  the  moment,  it  is  our  belief  that  there  is  no  a 
additionality  brought  to  the  system  by  the  combination  of  those 
three  agencies  under  the  umbrella  of  the  State  Department. 

I  think  if  we  were  to  look  closely  at  Ex-Im  Bank,  TDA,  and 
OPIC,  we  would  see  that  they  are  very  specialized  agencies;  they 
have  a  very  focused  mission;  they  are  working  well  together  at  the 
moment.  That  has  not  always  been  the  situation  in  the  past.  But 
we  really  do  feel  that  that  situation  exists  today. 

We  also  think  that,  Mr.  Chairman,  the  original  intent  of  Con- 
gress, in  keeping  these  institutions  separate  and  compatible,  has 
been  very  productive.  We  think  the  proposed  consolidation  would 
cause  a  lack  of  focus  in  those  particular  agencies.  And  we  think 
there  is  added  management  value  by  allowing  the  separate  activi- 
ties to  still  have  direct  congressional  oversight  by  special  econo- 
mies. 

And,  finally,  Mr.  Chairman,  we  believe  that  Ex-Im  Bank,  TDA, 
and  OPIC,  all  have  gone  through,  in  the  last  2  years,  significant 
reorganizations.  And  those  reorganizations  have  been  reviewed 
very  thoroughly  by  the  Congress.  And  they  have  been  very  thor- 
oughly reviewed  by  those  agencies  with  the  business  community. 
And  we  think  now,  to  go  through  on  the  heels  of  all  of  that,  another 
reorganization  is  just  going  to  cause  a  lack  of  focus,  and  it  is  going 
to  be  problematic,  and  it  is  going  to  put  us  behind  the  curve  in 
terms  of  trying  to  penetrate  those  developing  markets. 

Mr.  Chairman,  I  appreciated  the  opportunity,  and  I  would  be  de- 
lighted to  answer  any  questions  that  the  committee  may  have. 

[The  prepared  statement  of  Mr.  Cox  appears  in  the  appendix.] 
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Mr.  Roth.  Thank  you,  very  much,  Mr.  Cox.  I  very  much  enjoyed 
hearing  your  presentation,  and  your  entire  testimony  will  be  en- 
tered into  the  record. 

I  want  to  say  thank  you  to  our  Chairman  of  our  full  committee, 
Mr.  Oilman,  from  New  York,  for  being  with  us  here  this  afternoon. 
And  I  am  pinch  hitting  for  him.  So  he  is  here  to  see  if  I  am  going 
to  strike  out  or  not.  You  know  since  baseball  season  is  about  ready 
to  start. 

Mr.  Chairman,  I  think  we  will  go  to  Mr.  Taubenblatt.  And  then 
we  will  go  to  some  questions. 

Mr.  Taubenblatt. 

STATEMENT  OF  SY  TAUBENBLATT,  EXECUTIVE 
REPRESENTATIVE,  BECHTEL  ENTERPRISES,  INC. 

Mr.  Taubenblatt.  Thank  you,  Mr.  Chairman. 

My  name  is  Sy  Taubenblatt,  Executive  Representative  for  Bech- 
tel  Enterprises  Inc.,  the  development  and  finance  arm  of  the  Bech- 
tel  Group. 

Bechtel  is  a  global  engineering  and  construction  company  with 
some  18,000  employees  working  on  some  1,150  projects  in  65  coun- 
tries, including  the  United  States.  We  are  an  active  user  of  the  pro- 
grams of  Ex-Im  Bank,  OPIC,  and  TDA. 

However,  today,  I  am  testif3dng  on  behalf  of  the  Coalition  for 
Employment  through  Exports. 

Organized  in  1981,  the  Coalition  is  a  broad-based  organization  of 
U.S.  exporters,  labor  unions,  and  state  governors,  which  has  a  bi- 
partisan support. 

CEE  has  pioneered  efforts  to  increase  awareness  of  the  link  be- 
tween U.S.  exports  and  American  jobs  and  to  promote  competitive 
trade  finance  programs  to  help  U.S.  companies  penetrate  and  com- 
pete in  international  markets.  CEE's  membership  list  is  attached 
to  the  detailed  statement  which  I  have  submitted  for  the  record.  I 
will  be  giving  a  summary  of  the  longer  presentation. 

I  appreciate  the  opportunity  to  appear  before  this  Committee  to 
discuss  the  Coalition's  views  on  foreign  affairs  reorganization  pro- 
posals that  would  affect  three  key  U.S.  export  finance  agencies: 
The  Export-Import  Bank  of  the  United  States,  the  Overseas  Pri- 
vate Investment  Corporation,  and  the  U.S.  Trade  and  Development 
Agency. 

We  believe  the  reorganization  would  have  been  serious  and  dis- 
ruptive impact  on  our  export  finance  programs  and  the  U.S.  export- 
ers that  they  support. 

Today  I  will  address  the  importance  of  competitive  export  financ- 
ing, the  distinctive  roles  of  each  of  these  agencies,  improved  coordi- 
nation amongst  these  agencies,  and  the  reasons  why  consolidating 
and  merging  them  would  be  counterproductive  and  seriously  dam- 
age our  ability  to  compete  in  international  markets. 

In  this  post-Cold  War  era,  unparalleled  economic  opportunities 
are  being  created,  with  the  emergence  of  the  new  democracies,  with 
high  growth  markets  in  Asia  and  Latin  America,  and  the  expansion 
of  international  markets  overall. 

Dramatic  increases  are  projected  in  developing  countries  for  ex- 
pansion and  upgrade  of  their  infrastructure  needs.  The  strategic 
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objective  of  export  marketing  today  is  to  gain  increasing  market 
shares  in  the  developing  countries. 

Our  foreign  competitors  clearly  recognize  that  their  economic 
survival  depends  upon  exporting  technology,  goods,  and  services  to 
these  strategic  markets. 

U.S.  firms  compete  overseas  against  foreign  governments  that 
provide  considerable  support  for  their  exporters.  This  includes  gov- 
ernment-supported financing,  which  often  becomes  the  determining 
factor  in  winning  contracts. 

GEE  estimates  record  demand  for  fiscal  year  1996  for  programs 
offered  by  Ex-Im  Bank,  TDA,  and  OPIC.  These  agencies  can  sup- 
port a  combined  total  of  more  than  $26  billion  in  U.S.  exports  next 
year,  which  translate  into  support  for  about  500,000  high  wage, 
high  productivity  jobs. 

Sufficient  funding  for  these  agencies  is  absolutely  crucial  to  en- 
able American  exporters  to  fairly  compete  in  overseas  markets 
against  Japanese  and  European  competitors.  These  programs  and 
the  U.S.  exports  they  support  are  essential  investments  in  our 
country's  economic  future. 

TDA,  Ex-Im  Bank,  and  OPIC  have  complimentary  roles  and  are 
very  effective  in  providing  export  financing  to  American  firms  fac- 
ing stiff  competition  overseas.  They  are  now  working  together  effi- 
ciently, functioning  as  a  well-coordinated  export  finance  team. 

These  are  outstanding  model  agencies:  Lean,  well-managed,  cost- 
effective,  and  keenly  focused  in  carrying  out  their  unique  and  dis- 
tinctive mandates  in  support  of  U.S.  exports  and  American  jobs. 

TDA's  prime  focus  is  U.S.  exports,  linking  American  exporters  to 
host  governments  in  the  developing  and  middle  income  countries 
that  are  the  fastest  growing  export  markets.  The  agency's  support 
is  likely  to  be  a  major  influence  in  selection  of  a  U.S.  firm  to  design 
and  construct  projects  and  supply  equipment.  The  agency  funds 
feasibility  studies,  reverse  trade  missions,  and  training  grants. 
Through  these  activities,  TDA  positions  American  firms  in  emerg- 
ing markets  at  a  very  early  stage. 

Ex-Im  Bank  has  a  crucial  role  in  supporting  U.S.  export  trans- 
actions that  would  not  go  forward  without  its  assistance.  The 
Bank's  mission  is  to  act  only  when  necessary  to  help  U.S.  compa- 
nies capture  market  shares  in  important  markets.  Ex-Im  Bank's 
loans  and  loan  guarantees  are  provided  to  foreign  buyers  to  facili- 
tate U.S.  exports.  The  Bank  makes  a  major  contribution  to  Amer- 
ican exports  and  its  ability  to  level  the  playing  field  for  American 
companies  in  international  markets. 

U.S.  firms  often  compete  for  sales  against  exporters  from  other 
major  industrialized  countries  whose  governments  provide  substan- 
tially higher  levels  of  financial  support  of  public  and  private  sector 
projects  as  a  matter  of  national  policy  and  national  strategy. 

OPIC  has  a  special  role  in  supporting  and  encouraging  U.S.  in- 
vestments in  the  private  sector  of  emerging  and  developing  world 
markets.  The  agency  provides  political  insurance  and  financing 
through  direct  loans  and  guarantees  for  U.S.  private  sector  invest- 
ments; and,  thus,  offers  risk  mitigation  and  financing  that  are  not 
available  from  commercial  or  private  markets. 

As  infrastructure  sectors  are  privatizing  in  the  emerging  mar- 
kets, OPIC's  programs  are  playing  a  key  role  in  positioning  U.S.  in- 
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vestors  particularly  in  the  energy,  transportation,  and  tele- 
communications areas. 

Coordination  among  our  export  finance  programs  has  improved 
greatly  through  the  efforts  of  the  U.S.  interagency  Trade  Promotion 
Coordination  Committee  and  the  cooperative  and  skilled  leadership 
of  these  agencies. 

The  Coalition  opposes  the  consolidation  of  Ex-Im  Bank,  TDA,  and 
OPIC  or  merging  them  into  the  State  Department  or  any  other  gov- 
ernment agency.  Such  actions  would  weaken,  rather  than  strength- 
en these  agencies. 

Reorganization  would  create  unnecessary  layers  of  bureaucracies 
that  would  seriously  impair  the  responsiveness  and  the  effective- 
ness of  these  agencies.  It  would  disrupt  and  slow  down  financial 
transactions  at  these  agencies  when  they  are  facing  record  demand 
for  their  programs.  It  would  diffuse  the  missions  of  these  highly 
specialized  agencies  which  have  distinctive  mandates,  different  fi- 
nancing programs  and  established  clients.  It  would  limit  chances  of 
attracting  high-caliber  individuals  to  head  these  agencies.  It  would 
diminish  the  stature  of  each  agency  and  interactions  with  leaders 
of  other  foreign  export  finance  agencies. 

Ex-Im  Bank,  TDA,  and  OPIC  are  already  providing  coordination 
proving  that  coordination  can  take  place  without  consolidating  or 
merging  them.  They  are  currently  organized  as  small,  focused,  effi- 
cient business  units  with  specific  missions  and  with  appropriate  de- 
cisionmaking authority. 

Reorganization  would  divert  attention  from  the  crucial  task  at 
hand  in  helping  U.S.  exporters  to  compete  fairly  against  foreign 
competitors  in  global  markets.  Since  these  agencies  work  efficiently 
and  are  responsive  to  their  uses,  why  reorganize? 

In  conclusion,  Mr.  Chairman,  the  Coalition  strongly  urges  you  to 
oppose  any  plans  that  would  consolidate  or  merge  these  agencies 
under  the  State  Department  or  any  other  agency.  We  believe  the 
Ex-Im  Bank,  TDA,  and  OPIC  should  continue  to  be  separate  and 
independent. 

I  would  like  to  make  a  final  observation  which  I  draw  from  my 
earlier  experience  in  the  U.S.  Government.  I  have  previously 
served  in  the  State  Department  and  also  with  USAID. 

I  recall  that  in  the  1970's  a  bureau  called  the  Bureau  for  Private 
Resources  was  part  of  the  U.S.  Agency  for  International  Develop- 
ment. Through  the  vision  and  the  sound  judgment  of  the  late  Sen- 
ator Jacob  Javitz  of  New  York,  who  was  one  of  the  strong  support- 
ers of  OPIC,  OPIC  was  separated  from  AID.  And  as  a  user  of 
OPIC,  I  believe  this  has  been  a  very  positive  move.  OPIC  has  been 
a  very  successful  agency. 

Similarly,  with  TDA.  TDA  used  to  be  a  small  hidden  window  in 
AID  which  provided  reimbursable-types  of  assistance.  In  the  late 
1970s,  it  was  moved  to  another  building,  still  under  the  umbrella 
of  the  AID  administrator.  It  was  really  through  the  visions  of  many 
of  the  Members  of  this  Committee,  but  let  me  single  out  Don  Bon- 
ker,  a  former  member  of  this  Committee,  who  was  a  very  strong 
supporter  of  separating  TDA  from  AID  into  the  independent  agen- 
cy, it  is  today. 

As  a  user  of  TDA,  I  believe  this  was  a  very  positive  move.  TDA 
has  performed  very  successfully,  with  probably  one  of  the  smallest 
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staffs  in  the  U.S.  Government,  providing  assistance  to  U.S.  export- 
ers and  helping  them  to  penetrate  export  markets. 

These  are  some  of  the  reasons  that  I  feel  that  these  agencies 
should  remain  independent.  We  have  worked  with  these  agencies 
over  the  last  few  years,  since  the  administration  took  office,  on 
reinventing,  in  retooling,  and  in  being  responsive  to  American  ex- 
porters. 

There  is  still  room  to  continue  this  dialogue  with  the  three  Agen- 
cies. As  American  companies,  we  continue  to  discuss  changing  mar- 
kets and  ways  of  making  these  agencies  more  responsive  to  U.S. 
needs. 

Thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Taubenblatt  appears  in  the  ap- 
pendix.] 

Mr.  Roth.  Well,  thank  you  very  much,  Mr.  Taubenblatt,  for  your 
excellent  testimony. 

I  am  going  to  ask  Chairman  Oilman  if  he  has  any  questions. 

The  Chairman.  Thank  you.  Chairman  Roth.  And  I  want  to  thank 
our  panelists  for  being  here  today. 

A  recent  article  in  the  Washington  Post  about  the  State  Depart- 
ment estimates  that  it  costs  the  taxpayer  about  $358,000  per  year 
for  each  State  Department  employee  stationed  overseas;  £ind  the 
annual  cost  for  a  State  Department  employee  stationed  in  the  U.S. 
runs  about  $108,000. 

Do  you  have  any  idea  what  the  comparable  cost  figures  are  for 
your  trade  agencies.  In  the  consolidation  proposal,  we  are  trying  to 
see  if  employee  costs  tend  to  go  up  or  down  from  the  present  base 
line. 

Can  you  give  us  any  information  of  what  any  of  your  overseas 
people  cost? 

Mr.  Taubenblatt.  I  can  give  you  my  observation.  Since  OPIC, 
TDA,  and  Ex-Im  Bank  are  agencies  that  operate  in  the  United 
States,  as  compared  to  the  State  Department  which  has  a  large  for- 
eign service  operating  overseas,  that  the  numbers  are  more  likely 
to  be  to  the  lower  range  of  the  $108,000  as  opposed  to  the  $300 
plus  thousand. 

The  Chairman.  What  does  it  cost  your  company  to  put  people 
overseas? 

Mr.  Taubenblatt.  It  very  much  depends  on  the  country.  In  some 
countries,  for  example  in  the  Middle  East,  a  country  like  Saudi 
Arabia,  it  is  very  expensive.  Overall,  it  could  range  anywhere  from 
a  few  hundred  thousand  dollars,  to  half  a  million,  employee  and 
faculty  costs  included  depending  on  living  conditions  and  housing 
costs. 

The  Chairman.  And  I  will  ask  both  panelists:  In  light  of  the  ex- 
traordinary efforts  that  the  administration  is  seeking  to  put  trade 
and  commercial  issue  at  the  top  of  our  foreign  policy  agenda,  how 
would  you  propose  to  change  the  methods  of  the  State  Department 
which  rewards  political  reporting  in  traditional  approach  to  diplo- 
macy over  any  commercial  or  trade  considerations? 

Do  you  think  they  are  doing  a  good  job  now  of  trying  to  enhance 
our  business  opportunities  overseas? 

Mr.  Taubenblatt.  Let  me  just  make  an  observation.  I  know  Jim 
Cox  is  going  to  have  some  comments,  too. 
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The  Chairman.  Could  you  put  the  mike  a  little  closer  to  you? 
Thank  you. 

Mr.  Taubenblatt.  I  recall  at  the  end  of  the  last  administration, 
the  former  Secretary  of  Commerce  and  Larry  Eagleburger  who  was 
then,  I  believe,  acting  Secretary  of  State  at  the  time,  put  out  a 
strong  directive  to  the  Ambassadors  in  all  of  our  overseas  posts 
which  placed  a  very  high  priority  on  commercial  matters,  on  trade, 
on  exports,  and  the  importance  of  exports  to  U.S.  economic  secu- 
rity. 

One  of  the  very  important  approaches  that  has  come  out  as  a  re- 
sult of  this  circular  telegram  to  our  ambassadors  was  "advocacy" 
for  American  companies  on  behalf  of  the  Department  of  the  State 
and  the  Department  of  Commerce  in  supporting  their  exports.  In 
the  past,  U.S.  companies  were  unable  to  obtain  the  necessary  "ad- 
vocacy when  competing  with  foreign  competitors  in  export  mar- 
kets. 

Today,  the  "advocacy"  program  sorts  out  under  what  cir- 
cumstances American  ambassadors.  Secretary  of  Commerce  and 
Secretary  of  State  can  support  American  companies  who  are  going 
head  and  head  with  foreign  competition,  Japanese  and  European. 

I  think  we  have  seen  some  very  good  examples  of  where  Amer- 
ican companies  have  won  large  important  jobs,  telecommuni- 
cations, aircraft,  as  a  result  of  the  strong  "advocacy"  by  the  U.S. 
government. 

The  Chairman.  Mr.  Cox? 

Mr.  Cox.  Mr.  Chairman,  I  would  make  a  personal  observation 
that  clearly  it  is  improving.  And  I  think  our  experience  in  recent 
years  is  that  there  is  a  lot  more  focused  assistance,  if  you  go  to  the 
Embassy. 

For  instance,  2  weeks  ago  I  was  in  Thailand  and  Japan.  And  in 
both  occasions,  we  went  to  the  U.S.  embassy,  met,  in  the  case  of 
Japan,  with  the  FAA  representative  that  is  stationed  in  the  em- 
bassy, in  the  case  of  Thailand,  met  with  the  commercial  attache 
and  the  assistant  to  the  ambassador. 

And  in  both  cases,  I  think  we  felt  that  there  was  a  real  desire 
to  understand  what  specifically  was  the  commercial  situation  we 
found  ourselves  in  and  what  they  could  do  to  assist  us  in  meeting 
that  challenge  to  get  that  business  in  that  particular  country. 

I  think  that  is  an  improvement,  clearly,  as  what  existed  in  the 
past.  I  think  they  are  viewing  that  they  have  a  mission  to  do  that. 
And  I  think  that  to  the  extent  that  Congress  can  continue  to  em- 
phasize that,  it  is  helpful. 

The  Chairman.  I  am  pleased  to  hear  that  there  has  been  some 
improvement. 

There  seems  to  be  a  lot  of  duplication  and  overlapping  between 
the  Commerce  Department  and  the  State  Department. 

Do  you  have  any  recommendations  of  how  we  could  avoid  that, 
in  commercial  enhancement? 

Mr.  Cox.  Well,  specifically,  between  the  two  groups,  I  think  the 
issue  is  that  if  each  has  a  defined  role,  I  think  the  emphasis  should 
be  how  they  can  work  together  as  opposed  to  where  they  are  over- 
lapping. 

The  Chairman.  Well,  do  they  have  to  work  together?  Or  can 
there  be  one  group  that  does  all  of  this? 
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Mr.  Cox.  Mr.  Chairman,  I  think,  you  know,  that  probably  is  the 
subject  of  a  much  larger  discovery  process  than,  perhaps,  we  are 
here  to  solve  today. 

But  I  think  there  are,  certainly,  complimentary  roles,  the  way 
they  are  organized  now,  that  they  should  be  following  and  doing. 

And  to  try  to  put  the  world  of  commerce  within  the  world  of  for- 
eign affairs  may  be  a  difficult  challenge  to  do  that. 

The  Chairman.  Mr.  Taubenblatt? 

Mr.  Taubenblatt.  Just  an  observation.  It  appears  to  me  that, 
the  field,  is  the  front  line  of  where  competition  is  faced  and,  where 
the  embassy  reporting  takes  place.  Most  of  the  embassies,  certainly 
the  larger  embassies,  have  commercial  attaches  and  commercial 
counselors  as  well  as  economic  officers  and  economic  counselors. 

I  believe  it  is  really  up  to  the  ambassador,  who  is  in  charge  of 
the  Embassy,  to  sort  out  the  balance.  Clearly  commercial  and  eco- 
nomic are  very  distinct  functions.  Yet,  there  is  an  overlap,  because 
in  every  commercial  matter  there  is  also  an  economic  factor  as 
well.  Commercial  and  economic  are  part  of  one  country  team  in  an 
embassy.  It  appears  to  me  that  there  really  should  not  be  a  prob- 
lem, at  least  at  the  field  end. 

The  Chairman.  Thank  you.  And  I  want  to  thank  both  panelist 
for  being  with  us  today. 

And,  thank  you,  Mr.  Roth. 

Mr.  Roth.  I  want  to  thank  you,  Mr.  Chairman. 

Gentlemen,  the  reason  we  are  having  these  hearings  and  so  on 
is,  basically,  you  know,  we  realize  that  we  must  downsize  our  gov- 
ernment. And  so  we  are  asking  the  agencies  to  do  it.  But  my  opin- 
ion is,  of  course,  agencies  will  never  do  it.  And  so  we  have  to  come 
in  and  downsize  and  streamline  and  so  on. 

And  I  noticed,  Mr.  Cox,  that  in  your  testimony  you  are  support- 
ing basically,  the  authorization  for  the  1996  budget  at  even,  you 
know,  higher  levels  than  the  administration. 

At  times  of  a  budget  squeeze,  do  you  think  that  we  have  an  obli- 
gation— I  am  asking  you,  I  guess  to,  put  yourself  into  my  shoes. 
And  I  do  not  know  if  that  is  fair  or  not. 

Mr.  Cox.  Sure.  I  understand. 

Mr.  Roth.  But,  that  is  why  we  are  having  the  testimony. 

So  let  me  ask  the  question  then. 

Mr.  Cox.  I  think  what  we  are  doing  is  investing  in  the  future  to 
create  jobs  in  this  country.  And  I  would  suggest  to  you  that  if  you 
look,  for  instance,  at  the  Ex-Im  Bank  program,  that  we  are  sug- 
gesting that  the  funding  next  year  be  $850  million. 

We  think  we  can  show  that  that — ^first  of  all,  the  figures  that  we 
have  estimated,  have  been  traditionally  right  on  in  terms  of  what 
the  usage  would  be  at  the  Bank.  At  that  level,  we  could  support 
potentially  $2 1  billion  worth  of  the  exports.  And  that  will  translate 
into  400,000  jobs  in  the  U.S. 

I  think  if  you  wanted  to  look  at  where  you  could  invest  in  what 
would  be  job  creation  and  what  would  help  the  future  economic 
strength  of  this  country,  I  would  be  challenged  to  find  another  pro- 
gram that  could  get  such  a  return  on  such  an  investment. 

Mr.  Roth.  Mr.  Cox,  naturally  you  are  well  acquainted  with  what 
goes  on  in  Westinghouse  and  so  on.  But  Westinghouse  is  one  of  the 
companies  that  has  really  downsized,  hasn't  it? 


77 

Mr.  Cox.  Correct.  We  have  downsized  to  meet  the  realities  of  the 
market.  And  I  think  it  should  not  be  an  excuse  to  not  downsize  or 
not  reposition  or  relook  at  any  of  the  programs  of  Ex-Im  Bank, 
TDA,  and  OPIC. 

But  it  is  not  nearly  merely  an  issue — Westinghouse  is  clearly 
spending  money  to  develop  new  product,  to  increase  our  sales,  et 
cetera,  so  we  are  investing. 

And  in  fact,  we  have  increased  our  investment  levels  in  tech- 
nology and  in  ways  of  doing  business  differently.  I  think  that  is  the 
same  suggestion  that  we  are  making  here,  Mr.  Chairman. 

Mr.  Roth.  And  I  appreciate  it.  I  am  not  trying  to  be  argumen- 
tative or  confrontational.  I  am  just  asking  the  question,  for  exam- 
ple, in  Westinghouse,  can  you  just  give  me  some  idea  how  you  have 
downsized?  Because  I  know  it  has  been  a  huge  downsizing. 

Mr.  Cox.  Well,  partially  because  of  certain  businesses  that  we 
have  divested  ourselves  from.  But  we  have  gone  from  approxi- 
mately 120,000  employees  to  about  89,000  employees.  Part  of  that 
has  been  a  change  in  the  mix  of  business.  And  part  has  been  just 
in  terms  of  developing  new  products,  new  markets,  and  new  ways 
to  address  those  issues. 

But  it  is  not — I  think  it  is  much  more  focused  and  scientific  than 
just  to  say,  you  know,  we  have  cut  budgets  and  cut  head  count. 

Mr.  Roth.  Yes,  my  wonderful  friend,  but  what  is  true  for  Wes- 
tinghouse has  to  be  true  for  our  country,  too.  There  are  a  group  of 
us — and  I  happen  to  belong  to  that  group — that  believe  that  we 
have  got  to  downsize  this  government  because  our  deficits  are  too 
great.  Our  government  has  gotten  way  out  of  hand,  out  of  control; 
and  we  are  living  in  a  new  era.  We  are  moving  into  the  21st  cen- 
tury, and  we  are  still  addressing  issues  back  with  the  mechanisms 
of  the  old  18th,  19th  century.  And  we  just  cannot  keep  going  in 
that  direction.  And  if  we  listen  to  every  agency,  we  will  not 
downsize  a  single  person.  And  we  just  have  got  to  downsize. 

And  I  think  Westinghouse  is  a  prime  example  of  how  to  do  it. 
And  I  want  you  to  come  and  tell  us  how  we  are  going  to  do  this. 

I  give  interest  in  what  is  going  on  in  our  educational  system 
today,  because  I  do  not  think  we  are  doing  a  good  job. 

I  would  like  to  ask  you,  if  you  had  a  son  that  was  going  in  the 
business  and — I  am  going  to  ask  Mr.  Taubenblatt  the  same  thing — 
if  you  had  a  son  going  in  the  business  today,  preparing  to  be  an 
entrepreneur,  what  would  you  say  are  the  three  priorities,  the 
three  absolute  prerequisites  for  yoiir  son  going  into  business  today? 

Mr.  Cox.  In  fact,  I  do  have.  I  have  a  son  that  just  finished  grad- 
uate school. 

Mr.  Roth.  Well,  you  are  the  ideal  person  to  ask  that,  then. 

Mr.  Cox.  Well,  I  am  not,  perhaps,  the  ideal  person  to  ask  that. 

And  he  is  more  interested  in  being  an  entrepreneur  than  working 
for  a  large  organization.  So  I  think  it  is  interesting  because  my  ca- 
reer has  been  spent  working  with  a  large  organization. 

Clearly,  I  think  education  is  extremely  important  to  position 
someone  to  do  that. 

Secondly,  I  think  it  is  extremely  important  that  you  do  have  this 
entrepreneurial  spirit.  And  that  word  "entrepreneur"  covers  a 
whole  range  of  issue.  But  I  think  it  is  very  important  that  people 
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are  willing  to  work  through,  not  in  a  bureaucratic  way  but  to  get 
things  done  and  to  do  it  to  their  individual  satisfaction. 

So  I  think  there  is  a  whole  cultural  adjustment  that  goes  along 
with  all  of  that.  And  it  is  a  challenge  whether  you  were  going  to 
be  a  in  a  small  entrepreneurial  company  or  you  are  going  to  be  in 
a  major  exporting  company  like  Westinghouse. 

So  I  think  that  challenge  exists  in  both  places. 

Mr.  Roth.  And  the  third  one?  That  is  two  of  them. 

Mr.  Cox.  That  is  two  of  them.  OK. 

Well,  I  think  the  third  one  is,  I  think  more  of  a  personal  level. 
And  I  will  just  tell  you  what  I  said  to  my  son.  I  think  you  need 
to  follow  your  own  instincts  and  believe  in  what  you  do.  And  it  is 
a  lot  easier  to  work  in  an  environment  where  you  think  you  want 
to  be  and  contribute  and  make  a  contribution. 

Mr.  Roth.  Mr.  Taubenblatt,  I  would  like  to  ask  you  the  same 
question?  What  would  you  say  are  the  three  prerequisites  for  our 
young  person  going  into  business  today,  being  an  entrepreneur? 

And  the  reason  I  am  doing  that,  is  because  I  am  trying  to  figure 
out  what  we  should  do  at  the  national  level.  And  I  feel  if  you  look 
and  find  out  what  you  should  do  as  an  individual,  that  would  prob- 
ably give  you  some  sort  of  guidepost  of  what  we  should  be  doing 
on  the  national  level. 

Mr.  Taubenblatt.  Well,  I  too,  have  a  son  who  is  coming  out  of 
school.  He  is  coming  out  of  law  school.  So  the  circumstance  is  a  lit- 
tle different. 

I  will  also  put  my  finger  on  education  as  one  of  the  key,  up-front 
factors.  One  has  to  blend  their  education  with  the  careers  they 
wish  to  take  on. 

I  have  another  son  who  is  a  scientist  who  also  has  had  extensive 
education.  He  has  a  doctorate  in  electrical  engineering.  And  edu- 
cation played  a  very  important  role  in  shaping  his  abilities,  and 
giving  him  the  base  from  which  to  start  his  employment. 

Another  factor  is  knowing  what  you  want,  knowing  what  type  of 
contributions  you  wish  to  make.  My  son  who  is  graduating  law 
school  is  thinking  about  a  private  sector  career  but  is  also  thinking 
about  a  government  career  because  he  is  very  interested  in  the 
inter-relationship  of  law  and  public  policy.  Washington  is  the  town 
where  such  is  practiced. 

And  then,  finally,  one  has  to  think  of  how  to  earn  a  livelihood? 
It  is  equally  important.  In  today's  world  you  have  to  make  ends 
meet — to  raise  a  family,  their  education  costs,  and  to  afford  what 
it  takes  for  day-to-day  living. 

These  are  three  key  factors.  They  are  not  all  related,  but  they 
are  very  key  as  a  determinants. 

Mr.  Chairman,  I  also  wanted  to  comment  on  downsizing.  And  I 
would  like  to  point  out  that  a  very  important  consideration  in  look- 
ing at  the  export  finance  agencies,  the  three  agencies  that  we  have 
discussed  this  afternoon,  is  what  is  happening  to  the  export  pro- 
gram of  these  Agencies. 

What  we  see  from  U.S.  industry  is  that  these  export  programs 
are  growing.  One  has  to  look  at  staffing  requirements,  at  expertise, 
based  on  the  changing  world,  based  on  increased  demand  for  serv- 
ices, what  our  competition  is  doing,  and  what  it  takes  to  win  jobs. 
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And  these  agencies  have  to  look  at  the  increase  in  demand  of 
their  services,  what  the  private  sector  needs,  how  they  are  respon- 
sive to  U.S.  exporters. 

As  one  looks  at  some  of  the  figures  on  Eximbank,  and  if  you  look 
at  fiscal  year  1989,  Eximbank  long-and  medium-term  loans  were 
about  $6.3  billion.  In  1996,  we  are  estimating  $21  billion.  Now 
some  of  that  is  inflation,  obviously.  But  clearly  the  numbers  rep- 
resents a  very  considerable  increase  in  the  demand  for  U.S. 
Eximbank  funding. 

If  you  look  back  at  TDA,  I  remember  when  the  program  first 
started  as  a  window  in  AID,  it  was  about  a  $2  to  $4  million  pro- 
gram. Today,  it  is  $40  to  $45  million  regular  budget,  and  with  the 
other  funds  that  come  in  through  the  AID  program,  you  are  looking 
at  close  to  $60  million  for  TDA.  We  feel  that  there  is  a  demand  by 
U.S.  exporters  out  there  for  almost  $100  million  of  TDA  funding. 

Downsizing  has  to  relate  to  the  business  in  hand:  What  is  the 
market  like?  It  is  growing?  Or  is  it  shrinking? 

As  a  company,  we  continuously  look  at  downsizing,  but  more  in 
terms  of  doing  engineering  and  construction  more  efficiently,  e.g. 
use  of  computers.  Designing  projects  today,  engineering  design,  is 
very  different  than  20,  25  years  ago.  The  man  hours  that  go  into 
a  design  product  is  considerably  less  and  the  hardware  and  com- 
puter costs  considerably  higher. 

The  technology  you  employ  is  considerably  more  expensive. 
These  are  key  factors  that,  improve  your  productivity  considerably 
through  technology.  This  permits  a  reduction  in  man  hours. 

Mr.  Roth.  OK. 

Mr.  Cox.  You  know,  I  think,  Mr.  Chairman,  just  to  add  to  that, 
too,  in  terms  of  the  downsizing,  and  I  think  as  Sy  Taubenblatt  has 
said,  you  know,  a  lot  of  that  is  driven  by  the  competition.  And 
clearly,  we  are  resizing,  repositioning  because  of  our  competition. 

But  I  would  submit  that,  in  terms  of  the  competition  with  foreign 
governments  and  what  their  support  for  their  financing  agencies, 
I  think  that  is  the  test  that  needs  to  be  applied  in  terms  of  what 
it  is  that  we  need  to  do  to  support  Eximbank,  TDA,  and  OPIC. 

And  I  think  if  you  looked  at  what  they  are  providing  in  the  way 
of  funding  for  those  programs,  they  are,  in  fact,  expanding  that. 

And  I  think  if  you  viewed  that  in  the  context  of  repositioning, 
resizing,  redirecting,  and  refocusing,  all  those  things  to  restructure 
these  programs,  that  is  important;  but  I  think  it  has  to  be  meas- 
ured against  what  is  the  competition  doing? 

And  I  think  that  is  an  important  element  here  in  terms  of  not 
just  in  a  vacuum  looking  at  these  programs,  but  look  at  what  the 
competition  is  doing  in  terms  of  supporting  their  programs. 

Mr.  Roth.  Well,  I  know  those  are  valuable  things  for  us  to  con- 
sider, and  we  will.  Although,  I  sometimes  wonder,  if  we  have  huge 
deficits — and  believe  me,  we  do,  as  you  well  know,  as  well  as  I  do — 
what  are  these  other  governments  doing?  They  have  deficits.  They 
have  their  problems.  I  do  not  know  if  they  are  going  to  be  able  to 
continue  on  this  line. 

I  do  feel  that  we  have  got  to  completely  rethink  where  we  are 
going  as  a  country  and  as  a  government.  And  if  people  think  that 
this  first  100  days  is — ^you  know  the  "Contract  with  America,"  that 
is  nothing  compared  to  what  is  coming. 
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I  mean,  we  have  got  to  start  making  some  tough  decisions  here 
with  the  budget.  And  you  two  both  are  very  sophisticated,  you 
know  what  happens  in  government.  That  is  not  going  to  be  easy. 

The  other  night — ^you  know,  as  a  Congressman,  you  get  all  kinds 
of  books  and  so  on,  and  I  had  a  stack  of  them  there  and  my  wife 
was  asking  me:  "What  are  you  going  to  do?  Our  shelves  are  filling 
up?"  And  I  said,  "Well,  I  am  going  to  have  to  take  a  look  and  see 
which  ones  are  still  relevant." 

The  first  book  I  picked  up  was  "The  Soviet  Union  in  the  21st 
Century."  And  now  we  chuckle  about  it.  A  couple  of  years  ago,  we 
would  not  have.  You  know,  there  are  quotes  in  there  by  Richard 
Nixon  what  the  21st  century  in  the  USSR  is  going  to  be  like  and 
so  on.  That  is  all  ancient  history  now.  And  I  think  that  is  the  way 
it  is,  you  know,  with  every  program  that  we  have. 

And  I  appreciate  your  insight  here.  But  I  do  feel  that  we  are  liv- 
ing in  this  changing  world,  and  I  do  not  think  that  we  in  the  gov- 
ernment are  keeping  up  with  private  enterprise. 

I  have  often  said  that  the  next  President  of  the  United  States — 
people  are  always  sajdng:  "Who  should  be  the  next  President?"  And 
I  always  say,  take  the  biggest  company  in  America  that  is 
downsizing  and  has  done  it  successfully,  that  should  be  the  next 
President  of  the  United  States.  Because  that  is  basically  what  the 
job  of  the  next  President  is  going  to  be. 

But  I  do  appreciate  your  insight,  and  I  appreciate  your  testi- 
mony. I  appreciate  you  being  here  today. 

Thank  you  very  much. 

Mr.  Taubenblatt.  Thank  you. 

Mr.  Cox.  Thank  you  very  much. 

Mr.  Roth.  We  will  stand  adjourned. 

[Whereupon,  at  3:55,  the  committee  was  adjourned.] 
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Mr.  Chairman,  thank  you  for  the  opportunity  to  share 
with  the  committee  the  findings  from  research  we  have  been 
carrying  out  at  the  Program  on  International  Policy 
Attitudes  of  the  Center  for  International  and  Security 
Studies  at  the  University  of  Maryland. 

For  the  last  two  years  we  have  been  conducting  a  series 
of  studies  on  American  public  attitudes  about  America's  role 
in  the  post  Cold  War  world.  We  have  noted  that,  in  much 
public  commentary,  there  is  a  widespread  assumption  that, 
now  that  the  Cold  War  is  over,  the  American  public  has  lost 
its  interest  in  the  larger  world  and  has  become 
isolationist. 

But  our  studies  show  that  this  image  of  the  public  is 
largely  a  myth.   I  cannot  go  into  much  detail  right  now,  but 
here  is  one  example.   For  several  decades  now  polling 
organizations  have  asked  respondents  whether  they  agree  with 
the  following  statement.  "The  United  States  should  mind  its 
own  business  internationally  and  let  other  countries  get 
along  a  best  they  can  on  their  own."  Currently  only  about 
one  in  three  Americans  agrees  with  this  statement  and  this 
is  largely  the  same  as  it  has  been  for  several  decades  now. 

Consistent  with  the  assumption  that  Americans  have 
turned  isolationist,  many  observers  have  argued  that 
Americans  are  opposed  to  foreign  aid.   To  find  out  how 
Americans  do  feel  about  foreign  aid  we  carried  out  a  study 
in  which  we  analyzed  polling  data  from  other  organizations, 
carried  out  focus  groups,  and  conducted  a  nationwide  poll  of 
801  randomly  chosen  American  adults  on  January  12-15,  1995. 
We  used  an  in-depth  questionnaire  that  included  over  60 
questions.  (Margin  of  error  was  plus  or  minus  3.5-4%). 
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Basically,  we  found  no  evidence  that  most  Americans 
simply  oppose  foreign  aid.   Eighty  percent  agreed  that  "the 
United  States  should  be  willing  to  share  at  least  a  small 
portion  of  its  wealth  with  those  in  the  world  who  are  in 
great  need."  This  attitude  spread  across  all  demographic 
groups.   Republicans  were  only  slightly  less  in  agreement 
with  78%  agreeing. 

Now  in  reviewing  other  polls  we  found  that  there  were  a 
number  of  questions  that  found  a  majority  would  rather  spend 
money  on  problems  at  home  than  on  foreign  aid.   When 
Americans  are  posed  such  a  dichotomy  they  will  choose 
problems  at  home  as  a  higher  priority,  which  they  did  on  our 
poll  as  well.   But  when  asked  how  they  want  to  distribute 
federal  spending,  the  overwhelming  majority  want  to  give  at 
least  some  money  to  foreign  aid.   In  our  poll  only  8%  wanted 
to  simply  eliminate  foreign  aid. 

Most  Americans  do,  however,  feel  that  too  much  money  is 
going  to  foreign  aid.   In  our  poll  75%  said  that  they  felt 
that  US  spends  too  much  on  foreign  aid.   A  slightly  lower 
number,  64%,  said  they  wanted  to  cut  spending  on  it. 

But  it  appears  that  much  of  this  feeling  is  based  on  a 
misperception  of  how  much  is  actually  being  spent.   We  asked 
respondents  to  estimate  what  percentage  of  the  federal 
budget  goes  to  foreign  aid.   The  median  estimate  was  that 
15%  of  the  federal  budget  goes  to  foreign  aid — 15  times  the 
actual  amount. 

Other  polls  have  found  even  higher  estimates.   In  an 
October  1993  Louis  Harris  poll,  the  average  estimate  was 
33%.   And  in  a  November  1994  poll  by  the  Harvard  School  of 
Public  Health,  27%  assumed  that  foreign  aid  was  the  largest 
item  on  the  federal  budget — larger  than  defense  or  social 
security. 

In  our  poll  we  then  asked  respondents  how  much  they 
thought  would  be  an  "appropriate  amount"  to  go  to  foreign 
aid.   The  median  answer  was  5%  of  the  federal  budget — 5 
times  present  spending  levels. 

We  then  asked  "At  what  percentage  would  you  feel  that 
foreign  aid  spending  is  starting  to  be  too  much."  The 
median  response  was  13%.  And  when  we  asked  how  much  would 
start  to  be  "too  little,"  the  median  response  was  3% — still 
three  times  the  present  spending  levels.   For  Repxiblicans 
this  number  was  slightly  lower  at  2%. 

A  similar  dynamic  appeared  when  we  asked  about  how  much 
development  assistance  the  US  gives  relative  to  other 
countries  as  a  percentage  of  its  GNP  .   Eighty-one  percent 
assumed  that  the  US  gives  more  than  other  industrialized 
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countries.   Asked  how  much  the  US  "should"  give  as  a 
percentage  of  GNP,  68%  said  the  US  should  give  the  same  as 
other  industrialized,  with  another  13%  saying  the  US  should 
give  more.   As  you  probably  know,  of  the  21  OECD  countries 
the  US  ranks  last  in  this  regard. 

We  also  tried  to  find  out  how  respondents  would  respond 
to  the  actual  amount  of  spending  on  foreign  aid.   Early  in 
the  questionnaire  we  asked  them  how  they  would  feel  if  they 
found  out  the  US  spends  1%  of  the  federal  budget  on  foreign 
aid  (the  correct  amount).   Only  18%  said  they  thought  this 
would  be  too  much — down  from  the  75%  that  had  originally 
said  the  US  spends  too  much. 

Later  in  the  questionnaire,  we  told  them,  in  fact  the 
US  does  spend  1%,  how  much  this  level  of  spending  costs  the 
average  taxpayer,  and  to  assume  that  any  change  in  spending 
would  affect  their  own  taxes.   In  this  case  35%  said  they 
wanted  to  cut,  down  from  the  64%  that  originally  wanted  to 
cut. 

In  either  case  we  ended  up  with  strong  majorities  of 
that  wanted  to  either  maintain  or  increase  present  spending 
levels.   Seventy-nine  percent  said  that  present  spending 
levels  were  either  too  little  or  about  right.   Sixty-two 
percent  said  they  wanted  to  either  increase  spending  or  keep 
it  the  same. 

So  why  do  people  support  spending  their  hard  earned  tax 

money  on  foreign  aid?  One  key  reason  seems  to  be  that  they 

think  that  it  is  in  their  economic  self  interest.  Sixty- 
three  percent  agreed  that: 

The  world  economy  is  so  interconnected  today  that,  in  the 
long  run,  helping  Third  World  countries  to  develop  is  in  the 
economic  interest  of  the  US.   Many  of  these  countries  will 
become  trading  partners  that  buy  our  exports,  so  eventually 
our  aid  will  pay  off  economically. 

But  an  even  stronger  majority  embraced  moral  arguments. 
Sixty-seven  percent  agreed  that  "the  United  States  has  a 
moral  responsibility"  to  help  poor  nations  "develop 
economically  and  improve  their  people's  lives."  An 
overwhelming  77%  rejected  the  argument  that: 

We  should  only  make  commitments  to  send  aid  to  parts  of  the 
world  where  we  have  security  interests.   These  include  the 
former  Soviet  republics  and  Eastern  Europe  where  we  want  to 
prevent  the  reemergence  of  the  Russian  empire,  and  the 
Middle  East  where  we  want  to  ensure  access  to  oil.   We 
should  not  send  aid  to  other  parts  of  the  world,  such  as 
Africa,  Asia  or  Latin  America  because  we  do  not  really  have 
vital  security  interests  there. 


84 


While  76%  affirmed  that,  "We  should  send  aid  to  starving 
people  irrespective  of  whether  it  will  promote  the  national 
interest .  •• 

Concurrent  with  this  support  for  foreign  aid  in 
principle,  the  poll  found  a  number  of  reservations  about 
specific  characteristics  of  US  foreign  aid  spending. 
One  was  about  the  mix  of  priorities.   Respondents  wanted  to 
put  less  emphasis  on  using  foreign  aid  to  secure  strategic 
allies  and  access  to  bases.   Fifty-two  percent  wanted  to  cut 
military  aid  and  56%  wanted  to  cut  aid  to  Israel  and  Egypt, 
while  38%  wanted  to  cut  aid  to  Turkey  and  Greece.   Likewise 
51%  disagreed  with  the  statement  that,  "Giving  foreign  aid 
to  countries  who  are  strategically  positioned  in  the  world 
is  a  good  idea  because  it  ensures  that  they  will  stay 
friendly  to  us." 

On  the  other  hand  very  strong  majorities,  ranging  from 
75%  to  91%,  wanted  to  maintain  or  increase  spending  on 
programs  that  were  clearly  aimed  at  helping  the  poor 
including  programs  for  child  survival  (91%)  the  Peace  Corps 
(90%),  humanitarian  relief  (87%),  environmental  aid  to  poor 
countries  (79%)  and  assistance  to  help  poor  countries 
develop  (75%). 

A  more  moderate  72%  wanted  to  maintain  or  increase  aid 
to  former  socialist  countries.    Fifty-nine  percent  agreed, 
"It  would  be  foolish  to  not  help  the  Russians  make  the 
transition  to  democracy  and  capitalism." 

There  were  also  reservations  about  the  character  of 
some  of  the  governments  that  receive  foreign  aid.  Eighty 
percent  agreed  that,  "Too  much  US  foreign  aid  goes  to 
governments  that  are  not  very  democratic  and  have  poor  human 
rights  records." 

Another  major  concern  was  about  waste  and  corruption. 
Eighty-three  percent  agreed  that,  "There  is  so  much  waste 
and  corruption  in  the  process  of  giving  foreign  aid  that 
very  little  aid  actually  reaches  the  people  who  really  need 
it."  Fifty-eight  percent  went  so  far  as  to  say  that  they 
would  be  willing  to  spend  more  in  taxes  for  foreign  aid  if 
they  "knew  that  most  foreign  aid  was  going  to  the  poor 
people  who  really  need  it  rather  than  wasteful  bureaucracies 
and  corrupt  governments."  Consistent  with  this  concern,  in 
focus  groups  many  participants  said  that  they  would  prefer 
to  see  more  money  spent  on  direct  services  to  the  needy  and 
less  on  cash  transfers  to  other  governments. 

And  finally  we  found  a  strong  desire  to  discourage 
dependency  and  promote  self-reliance  through  a  bigger 
emphasis  on  training,  development  and  preferential  trade 
treatment.   Sixty-five  percent  agreed  with  the  statement  "I 
prefer  to  give  a  hand  up  rather  than  a  handout ... Whenever 
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possible,  I  prefer  to  give  (poor  countries)  training  and 
access  to  credit  and  other  resources  so  that  they  can  become 
self  reliant,"  and  even  that  they  "would  be  willing  to  pay 
more  in  taxes  to  that  end."   Sixty-nine  percent  favored 
transferring  trade  quotas  from  wealthier  countries  to 
developing  countries  even  if  this  would  be  politically 
sensitive. 

In  summary,  then,  it  seems  that  an  overwhelming 
majority  of  Americans  supports  foreign  aid  in  principle.   A 
very  strong  majority  thinks  the  US  is  spending  too  much  on 
foreign  aid  but  this  attitude  is  based  on  an  extreme 
overestimation  of  how  much  is  being  spent.   They  believe 
that  an  appropriate  amount  would  be  substantially  more  than 
is  actually  being  spent  and  when  they  are  informed  of  the 
actual  level  of  spending  a  very  strong  majority  wants  to 
maintain  or  increase  spending.   A  modest  majority  would  like 
to  see  cuts  in  military  aid  and  aid  to  strategic  allies, 
while  support  for  aid  to  poor  countries  is  very  strong. 
Finally,  majorities  would  like  to  see  less  aid  going  to 
countries  that  are  not  democratic  or  have  poor  human  rights 
records,  more  effort  to  ensure  that  aid  is  not  siphoned  off 
by  corrupt  governments,  and  more  emphasis  on  promoting  self- 
reliance  in  developing  countries. 
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AMBASSADOR  RICHARD  L.  ARMITAGE 

PRESIDENT,  ARMITAOE  ASSOCIATES  L.C. 

HEARING  ON  U.S.  AGENCIES  AND  THE  FORHGN  ASSISTANCE  PROGRAM 

APRIL  4, 4995 
HOUSE  COMMHTEE  ON  INTERNATIONAL  RELATIONS 

Mr.  Cbainnan  you  were  kind  enough  to  invite  me  to  this  hearing  to  give  ray  views 
"on  the  U.S.  foreign  assisunce  program  and  the  proposed  consolidation  of  U.S.  foreign 
affairs  agencies  under  the  Secretary  of  State  "  I  would  like  to  remm  your  kindness  by  being 
brief  and  to  the  point. 

Were  I  in  a  position  to  advise  the  President  of  the  United  States,  I  would  recommend 
that  he  accept,  without  hesitation,  the  consolidation  legislation  proposed  by  Senator  Helms. 
Although  this  Committee  will  no  doubt  hear  from  expens  and  specialists  pleading  that  their 
areas  of  professional  focus  continue  to  be  housed  in  semi-autonomous  agencies,  my  strong 
recommendation  is  that  the  special  pleaders  be  resisted.    I  would  hope  that  this  Commince 
will  help  the  President  understand  that  matters  such  as  arms  control  and  foreign  assistance 
are  tools  of  foreign  policy,  not  construction  material  for  empire  builders.    As  such  they  must 
be  subordinated  in  a  very  direct  manner  to  the  Secretary  of  State. 

Yet  were  I  in  a  position  to  advise  Senator  Helms  and  others  in  the  legislative  branch 
interested  in  restructuring  our  foreign  affairs  apparatus,  I  would  strongly  recommend  against 
forcing  the  executive  branch  to  implement  these  reforms.    Although  I  find  it 
incomprehensible  that  the  President  will  not  grasp  the  opportunity  offered  him  to  clean  up  the 
rat's  nest  of  foreign  policy  bureaucracy  he  iiiherited  (and  then  made  worse),  I  find  it  equally 
troubling  that  the  Congress  would  seek  to  impose  its  will  on  him. 

There  is  nothing,  I  would  hasten  to  add,  either  unconstitutional  or  unethical  about 
Congress  taking  the  initiative  to  clean  our  foreign  policy  house.    It  does,  however,  strike  me 
as  unseemly  that  the  officer  of  government  charged  with  conducting  our  foreign  affairs 
would,  on  a  foreign  policy  matter  of  such  import,  take  a  back  seat  to  those  whose  principal 
duties  are  to  render  advice  and  consent  and  to  authorize  and  appropriate  funds. 

I  would  very  much  like  to  see  this  President  make  an  indelible  mark  on  the  foreign 
policy  of  the  United  States  by  grasping  an  opportunity  diat  most  of  his  predecessors  would 
have  seized  with  alacrity.   Yet  if  he  fails  to  act,  as  I  suspect  he  will,  I  still  do  not  wish  to  see 
the  Congress  dictate  to  the  President  the  reorganization  of  key  foreign  policy  agencies. 
Although  I  find  the  legislation  before  this  Committee  to  be  above  reproach  in  terms  of 
policy,  I  simply  cannot  bring  myself  to  endorse  it  procedurally.    As  dysfunctional  and 
ineffective  as  our  current  foreign  policy  organization  is,  I  caimot  endorse  any  reorganization 
plan  that  does  not  enjoy  the  cooperation  of  the  President. 

During  the  time  I  have  been  in  the  private  sector  I  have  had  the  occasion  to  write  and 
speak  about  the  issue  of  foreign  assistance  and  how  we  ought  to  organize  ourselves  to  be 
effective.    Although  I  have  been  very  critical  of  USAID  as  an  institution,  I  would  like  to 
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acknowledge  that  the  organization  has  a  great  many  superb  public  servants;  men  and  women 
who  wholeheanedly  supponed  the  reform  efforts  .of  the  late  Alan  Woods  and  who  have 
witnessed  their  agency  slide  back  into  the  hands  of  those  who  believe  that  economic 
development  is  something  that  can  happen  independently  of  private  sector  development. 

It  has  annoyed  rac  greatly  over  the  past  several  weeks  to  see  prominent  American 
newspapers  distort  and  misrepresent  the  debate  over  foreign  aid,  portraying  USAID  as  an 
instrument  of  humanitarianism  and  enlightenment  and  its  critics  as  proponents  of  starvation 
and  isolationism.   It  may  be  too  much  to  ask  of  new  age  reporters  and  editorial  writers  that 
they  actually  work  for  a  story,  but  perhaps  someone  out  there  might  wish  to  pursue  the 
following  "angle:"  that  there  are  strong  proponents  of  foreign  aid  -  including  Republicans  — 
who  see  USAID  and  its  anny  of  Beltway  contractors  as  obstacles  to  effective  foreign 
assistance;  as  sponges  soaking  up  resources  that  many  supporters  of  foreign  aid  actually  think 
arc  going  to  help  beneficiaries  abroad.    Although  USAID  does  a  few  things  very  well  -  such 
as  providing  timely  assistance  in  foreign  disaster  situations  -  the  agency  needs  to  be  taken 
out  of  the  contracting  business,  its  overseas  presence  liquidated  and  its  persoimel  rolls 
reduced  drastically.    Were  USAID  to  continue  to  exist  I  would  like  to  see  it  play  an 
interagency  coordination  role  under  the  direct  supervision  of  the  Department  of  State. 

The  proposals  concerning  foreign  assistance  embodied  in  Senator  Helms'  legislation 
merit  the  complete  endorsement  of  the  President,  who  should  move  immediately  to 
implement  them.    Absent  the  President's  endorsement,  and  notwithstanding  my  view  that  the 
survival  of  USAID  in  its  present  form  spells  the  death  of  foreign  aid,  I  cannot  endorse 
legislation  that  dictates  to  the  President  how  he  will  organize  his  foreign  policy  apparams.   If 
an  Administration  which  has  made  the  "reinvention  of  government"  a  transcendent  theme  of 
its  incumbency  cannot  see  the  obvious  merit  of  disestablishing  USAID,  then  Congress'  best 
course  of  action  is  to  withhold  funding  until  it  and  the  President  come  to  a  meeting  of  the 
minds  on  foreign  assistance  reform. 

As  a  Republican  who  very  much  likes  the  consolidation  legislation  but  who  does  not 
wish  to  see  it  imposed  on  the  executive  branch,  I  am  trying  to  practice  what  I  preach  when  I 
suggest  that  reform  of  our  foreign  policy  agencies  ought  not  to  be  a  partisan  issue.    I  am  not 
at  all  opposed  to  partisanship.    I  simply  do  not,  however,  see  its  utility  in  the  case  at  hand. 

To  those  Democrats  on  this  Committee  and  elsewhere  in  Congress  who  have  tried 
down  through  the  years  to  make  USAID  user- friendly,  to  make  it  cooperate  with  the 
American  private  sector  and  to  make  it  a  supporter  of  private  voluntary  organizations  instead 
of  a  hydra-headed  bureaucratic  monster,  now  is  your  chance  to  convince  the  President  to 
seize  this  moment  and  to  preserve  his  opportunity  and  that  of  his  successors  to  provide 
effective  assistance  to  emerging  free  economies  and  to  the  victims  of  overseas  disasters.    To 
those  Republicans  who  may  see  foreign  affairs  consolidation  as  an  opportunity  to  poke  a 
sharp  stick  in  the  eye  of  the  President,  I  would  recommend  instead  reaching  out  to  the 
Administration  in  a  spirit  of  cooperation.    If  that  cooperation  is  not  forthcoming  the  best 
course  of  action  for  Republicans  is  to  prepare  to  implement  these  reforms  under  a  Republican 
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President  starting  on  January  20,  1997. 

I  would  like  to  close  with  one  general,  but  (I  think)  pertinent  observation  about 
organizing  to  conduct  foreign  policy.    I  had  the  opportunity  to  speak  recently  with  a  USAID 
Mission  Director  heading  a  sizeable  effort  in  a  country  of  significant  foreign  policy 
importance  to  the  United  States.    He  complained  very  eloquently  that  special  interest 
elements  within  USAID  -  most  notably  the  "population"  specialists  -  were  flooding  him 
with  cables  demanding  that  he  make  this  or  that  specialized  issue  the  focal  point  of  his 
Mission's  efforts.   Even  though  the  Mission  Director  reported  to  one  of  USAID' s 
geographical  bureaus,  the  Assistant  Administrator  in  charge  of  the  bureau  did  not  have  the 
authority  to  mm  off  the  special  issue  mavens.   The  inevitable  result  of  such  gridlock  and 
leaderlessness  has  been  conf\ision,  disorientation  and  demoralization  in  the  field. 

We  have,  unfortunately,  a  tendency  to  create  bureaucratic  "homes"  for  narrow, 
single-issue  special  interests.    To  the  extent  we  insist  on  indulging  our  taste  for  this  bad 
habit,  we  should  nevertheless  insist  on  the  absolute  primacy  of  geographic  bureaus  in  our 
foreign  policy  agencies.   Under  current  management  it  must  be  quite  bewildering  indeed  to 
be  an  Ambassador  or  a  Mission  Director,  having  to  take  action  on  cables  written  by  people 
less  interested  in  the  foreign  policy  of  the  United  States  than  in  pushing  special  agetidas.   In 
the  Departmem  of  State  (for  example)  the  Assistant  Secretary  for  East  Asian  and  Pacific 
Affairs  should  be  the  gatekeeper  for  all  policy-related  instructions  to  our  Ambassador  in 
Beijing  not  originated  by  the  Secretary  of  State,  so  that  our  messages  on  non-proliferation, 
trade,  human  rights,  global  issues  and  the  like  can  be  shaped  for  maximum  effect.   If  we 
wish  to  inculcate  a  sense  of  responsibility  in  the  bureaucracy  we  must  subordinate  the  special 
interests  to  those  charged  with  setting  priorities  and  guiding  our  missions  abroad. 

If  my  overall  theme  -  that  the  legislation  proposed  by  Senator  Helms  is  excellent  but 
ought  not  be  imposed  on  the  President  -  seems  calculated  to  please  no  one,  rest  assured,  Mr. 
Chairman,  that  I  would  much  rather  please  everyone.    But  having  passed  nearly  all  of  my 
public  service  in  the  executive  branch,  I  find  it  hard  to  deal  with  a  situation  in  which,  on  an 
important  foreign  policy  matter,  the  President  won't  lead  and  Congress  will. 

As  much  as  I  find  the  proposed  legislation  to  be  meritorious  and  worthy  of 
implementation,  I  urge  the  Congress  to  secure  the  President's  support  in  this  effort  to 
reorganize  the  executive  branch's  foreign  policy  apparams.   President  Clinton  did  not  create 
the  Cold  War  policy  apparams    He  is,  in  fact,  ideally  placed  to  streamline  it  under  the 
"reinventing  govenmient"  theme.   However,  should  his  cooperation  not  be  forthcoming  I 
would  strongly  suggest  that  the  issue  of  consolidation  be  added  to  the  growing  bill  of  foreign 
policy  particulars  to  be  placed  before  the  American  electorate  in  1996.   Although  the  absence 
of  Presidential  leadership  in  foreign  policy  presents  many  inconveniences  and  dilemmas,  the 
real  answer  is  to  elect  a  leader  to  the  Presidency  instead  of  transferring  leadership  to  the 
Congress. 
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Thank  you  for  the  opportunity  to  address  the  Committee  today.  This  appears  to 
be  the  year  in  which  the  U.S.  foreign  aid  program  will  undergo  its  long  awaited  and  much 
needed  overhaul.  The  Heritage  Foundation  long  has  held  an  interest  in  the  U.S.  foreign 
aid  program.  Our  most  recent  contribution  to  the  foreign  aid  debate  is  the  Index  of 
Economic  Freedom,  a  quantitative  analysis  of  e^ionomic  freedom  m  101  countries.  The 
Index  should  be  made  the  centerpiece  of  the  U.S.  development  aid  program. 

The  U.S.  certainly  should  not  retreat  from  the  world  stage.  It  is  essential  that  we 
actively  seek  to  advance  our  nation's  global  interests.  Advancing  these  interests  requires, 
among  other  efforts,  maintaining  a  strong  defense  establishment  and  strong  relationships 
with  strategic  allies,  developing  more  effective  anti-terrorism  capabilities  and  working 
assiduously  to  promote  a  free  trade  regime. 

Without  a  doubt,  foreign  aid  should  be  part  of  an  administration's  foreign  policy 
arsenal.  Under  the  right  circumstances.  Economic  Support  Funds  (ESF)  are  an 
appropriate  and  effective  means  of  aiding  allies.  I  certainly  support  its  continued 
availabilii) ,  though  ESF  should  be  renamed  "Securit>'  Supporting  Assistance,"  its 
designation  prior  to  1978.  This  label  better  conveys  the  intent  of  ESF,  while  avoiding  the 
suggestion  that  these  funds  promote  economic  development. 

While  ESF  may  "bolster"  allies  in  the  short  run,  it  often  creates  dependence  and 
distorts  the  economies  of  recipient  countries,  as  does  development  aid  in  most  instances. 
Indeed,  ESF  should  be  used  guardedly.  For  what  may  seem  to  be  beneficial  aid  given  by 
the  U.S.  may  instead  be  self-defeating  for  both  parties  in  the  long  run.  For  example,  it  is 
indisputable  that  the  $815  million  in  ESF  that  the  U.S.  pro\-ides  Egypt  each  year  is 
prolonging  that  strategically  important  country's  day  of  reckoning:  the  time  when  it 
undeitakes  desperately  needed  economic  liberalization  to  strengthen  the  Eg>'ptian 
economy.  So  while  ESF  may  be  "bolstering"  the  Mubarak  government  today  against 
Islamic  fundamentalism,  this  money  is  increasingly  coimterproductive  from  the  all 
important  economic  standpoint.  I  was  encouraged  to  see  that  on  his  recent  visit  to  Egypt, 
Agency  for  International  Development  (AID)  Administrator  Brian  Atwood  signaled  to 
Cairo  that  it  ought  to  begin  plarming  for  decreased  American  financial  support  in  the 
future. 

Like  ESF,  development  aid  often  works  against  economic  growth.  Faced  with 
organizational  extinction,  AID  has  been  making  all  sorts  of  exaggerated  claims  lately 
about  the  efficacy  of  development  aid.  In  doing  so,  AID  plays  a  tricky  game.  At  some 
point,  virtually  every  country  in  the  world  has  received  some  amovmt  of  American  foreign 


90 


aid.  So  AID  merely  ascribes  any  "development"  that  has  occurred  over  the  last  30  years 
to  its  efforts.  But  I  ciudienge  AID  to  make  the  case  in  a  rigorous  maimer  that 
development  aid  has  been  instrumental  in  promoting  economic  growth  in  any  single 
country. 

Indeed,  it  is  revealing  that  AID  points  to  the  Marshall  Plan  as  a  paragon  of 
development  aid.  The  Marshall  Plan  was  an  effort  to  jump-start  damaged  yet  developed 
European  economies.  This  effort  bears  no  resemblance  to  development  efforts  in  the 
Third  World.  The  circumstances  could  not  be  more  different.  Moreover,  many  believe 
that  the  Marshall  Plan  had  an  economic  downside.  While  it  provided  a  psychological 
defense  against  commimism,  it  solidified  the  welfare  state  which  is  firustrating  European 
economic  growth  so  badly  today.  Regardless  of  its  virtues,  the  Marshall  Plan  stands 
wholly  apart  from  AID's  actions  over  the  last  30  years. 

Rather  AID's  legacy  is  rooted  in  such  countries  as  Tanzania.  A  cause  celehre  of 
Western  donors,  Tanzania  for  many  years  was  one  of  the  most  heavily  aided  countries  in 
the  developing  world.  Tragically,  this  money  was  subsidizing  the  socialist  fantasies  of  iis 
former  president,  Julius  Nyerere.  which  included  the  nationalization  of  property  and  the 
persecution  of  economically  productive  Tanzanians  of  the  improper  race.  Tanzania  loday 
is  the  world's  second  poorest  country,  with  a  per  capita  GNP  of  approximately  $120.  By 
any  standard,  Tanzanians  were  considerably  better  off  30  years  ago. 

Fortunately,  Tanzania  has  changed.  I  visited  Tanzania  a  little  over  a  year  ago  and 
saw  a  country  implementing  some  free  market  reforms.  It  is  moving,  however  haltingly, 
away  from  its  socialist  past.  AID  has  changed  too.  It  is  no  longer  championing  and 
financing  forced  rural  collectivization  efforts  in  Tanzania.  However,  the  question 
remains:  is  the  U.S.  development  aid  currently  being  spent  in  Tanzania  really  making  a 
contribution  to  economic  growth?  What  is  certain  is  that  this  aid  is  not  needed  for 
development  in  Tanzania  and  elsewhere,  and  that  it  will  be  as  disastrous  as  when  it 
subsidized  Nyerere's  socialist  war  against  his  people  if  Tanzania  does  not  continue  to 
move  forward  with  free  market  reforms.  The  case  of  Chile,  like  that  of  Tanzania, 
illustrates  the  potential  damage  of  development  aid  —it  also  demonstrates  that  aid  is 
superfluous  to  economic  development. 

Chile  over  the  last  several  years  has  had  one  of  the  fastest  growing  economies  in 
the  world.  It  is  the  premiere  "Latin  Jaguar."  This  dynamic  economic  growth  has 
dramatically  improved  the  lives  of  the  Chilean  people,  reducing  the  infant  mortality  rate 
and  increasing  life  expectancy.  These  economic  and  social  improvements,  however, 
came  only  qfier  the  Chilean  government  of  General  Augusto  Pinochet  was  almost 
completely  cut  off  from  foreign  aid  after  its  1973  coup  d'etat. 

In  1970  Chile  \vas  he  world's  second  largest  per  capita  recipient  of  foreign  aid,  on 
par  with  Tanzania.  Chile  was  also  stagnating  economically.  In  1973,  Salvador  Allende's 
last  year  as  president,  Cliile's  GDP  shrank  5.6  percent.  As  widi  many  Latin  American 
countries,  the  government  controlled  a  large  part  of  Chile's  economy,  an  estimated  75 
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percent  of  its  GDP.  This  had  changed  dramatically  by  1 990  when  the  Chilean 
government,  after  nearly  completing  Pinochet's  privatization  program,  controlled  only 
about  25  percent  of  the  economy.  It  is  a  near  cert^ty  that  Pinochet  would  not  have 
taken  the  political  risk  his  free  market  reforms  represented  had  he  been  able  to  depend 
upon  the  crutch  of  foreign  aid.  Chile's  foreign  aid  cut-off  was  a  great  blessing  in 
disguise. 

Likewise,  South  Korea  and  Taiwan  began  their  economic  growth  spurts  only  after 
they  saw  the  writing  on  the  wall:  that  their  development  aid  was  ending.  It  was  only  then, 
in  the  raid- 1 960s,  that  these  countries  began  to  undertake  the  free  market  economic 
reforms  that  have  allowed  for  tliem  and  others  to  vault  into  the  developed  world. 

Free  market  economic  policies  ai'e  tlie  key  to  development.  That  is  the  conclusion 
of  The  Heritage  Foundation's  recently-released  Index  of  Economic  Freedom,  a 
quantitative  analysis  of  economic  freedom  in  101  countries  authored  by  Bryan  Johnson 
and  myself  The  results  are  conclusive:  those  countries  with  the  highest  levels  of 
economic  freedom  enjoy  the  highest  levels  of  development.  Conversely,  those  countries 
with  the  lowest  levels  of  economic  freedom  suffer  the  lowest  development  levels. 
Roughly  translated,  this  means  that  countries  which  protect  private  property  and  the  value 
of  their  currency,  impose  a  low  tax  burden,  embrace  international  trade,  welcome  foreign 
investment,  and  minimize  government  intervention  into  their  economies  enjoy  prosperity. 
Chile  (20th),  South  Korea  (13th)  and  Taiwan  (6th)  all  ranked  among  the  top  20  most  free 
economies  in  the  world. 

The  findings  of  the  Index  confirm  that  it  is  essential  to  ensure  that  development 
aid  be  used  only  in  those  countnes  progressing  with  free  market  reforms.    This  progress 
should  be  the  sole  determinant  in  allocating  all  types  of  development  aid  among 
countries.  Otherwise,  development  aid  is  guaranteed  to  be  destructive,  subsidizing  a 
status  quo  of  ruinous,  market-hostile  economic  policies.  There  have  been  too  many 
Tanzanias. 

This  is  the  approach  of  Senator  Mitch  McConnell's  foreign  aid  reform.  The 
McConnell  proposal  would  condition  development  aid  on  the  adoption  of  free-market 
policies  by  recipient  governments  as  determined,  in  fact,  by  many  of  the  factors  used  by 
the  Index  of  Economic  Freedom.  Senator  McConnell  is  not  alone.  George  M.  Ferris,  Jr., 
Chairman  of  the  1992  President's  Commission  on  the  Management  of  AID  Programs, 
urged  AID  to  establish  an  index  of  economic  freedom  for  the  purpose  of  allocating 
development  aid  among  countries, 

AID  certainly  has  the  technical  abilit>'  to  identify  those  countries  moving  forward 
with  free  market  reforms.  It  should  be  given  the  mandate  by  Congress  to  focus  its 
development  aid  dollars  upon  such  countries.  For  recommendations  by  Chairman  Ferris 
and  others  notwithstanding,  AID  will  not  do  so  on  its  own.  Nor  does  the  International 
Development  Foundation  (IDF),  proposed  by  Senator  Jesse  Hebns  in  his  recently 
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announced  refashioning  of  the  U.S.  foreign  aid  program,  appear  particularly  keyed  to  free 
markets. 

In  describing  the  IDF,  which  would  dispense  a  considerable  portion  of 
dc\'elopment  aid  in  lieu  of  an  abolished  AID,  Senator  Helms'  outline  of  his  plan  notes 
"Emphasis  should  be  placed  on  the  areas  of  micro  and  small  enterprise  development: 
education;  health,  including  child  and  maternal  care;  agriculture;  and  other  economic 
needs  of  people  in  developing  nations."  This  is  the  Basic  Human  Needs  approach  to 
development  which  was  instituted  m  the  U.S.  foreign  aid  program  in  the  early  1970s. 

The  Basic  Human  Needs  approach  puts  the  cart  before  the  horse,  dealing  with  the 
symptoms  of  poverty,  not  its  causes.  What  development  hinges  up)on  mostly  is  unfettered 
markets  which  allow  people  to  begin  providing  for  their  own  needs  -needs  foreign  aid 
can  never  satisfy.  The  key  question  is  whether  IDF-type  aid  (which  is  not  the  policy 
reform,  technical,  and  regulator}'  reform  aid  geared  to  facilitating  economic  transitions) 
will  be  conditioned  to  free  market  progress?  I  am  eagerly  awaiting  the  details  of  Senator 
Helms'  plan  as  well  as  the  foreign  aid  reform  plan  this  Committee  is  developing. 

If  IDF  aid  is  not  tied  to  free  m.arket  progress,  then  the  work  of  the  IDF  will  be 
wholly  irrelevant  to  combating  poverty,  for  there  will  be  no  chance  that  its  projects, 
however  "successfial"  on  a  micro  level,  will  contribute  to  economic  growth  in  recipient 
countries.  Rather,  they  are  likely  to  be  harmful,  though  probably  not  as  harmful  as  the 
govemment-to-govemment  development  aid  (balance  of  payments  support,  for  example) 
the  State  Department  would  administer  under  the  Helms  refonn  plan.  Nothing  has  the 
potential  of  bolstering  the  stattis  quo  like  aid  given  to  bureaucracies  with  responsibilit>- 
for  economic  policy.  Moreover,  if  IDF  aid  is  allocated  apart  from  free  market  progress, 
then  its  work  is  better  understood  as  being  charity,  which  is  more  appropriately  done  by 
the  true  .\merican  private  sector,  not  quasi-private  organizations  that  receive  the  bulk  of 
their  support  from  the  federal  government,  whether  it  be  AID  or  an  IDF  in  the  future. 

As  Chile  demonstrates,  there  is  no  better  basic  human  needs  program  than  free- 
market  reforms,  which  even  the  world's  poorest  nations  are  capable  of  implementing. 
Consider  the  economic  progress  of  Uganda,  featured  in  a  recent  front-page  story  in  The 
Washington  Post.  This  once  war-ravaged  country  saw  its  economy  grow  by  some  8 
percent  last  year;  foreign  investment  is  flowing  into  Uganda:  the  inflation  rate  has  fallen 
from  250  percent  in  1987  to  5  percent  today.  Uganda  is  experiencing  a  building  boom. 
Sugar  and  soap  factories,  a  brewer>',  a  packing  operation  and  a  steel  enterprise  have 
recently  been  reopened.  This  is  no  miracle. 

The  secret  of  Uganda's  success  is  plain  for  all  to  see.  Uganda  is  moving  to  a 
market  economy:  previously  banished  Indian  businessmen  have  been  permitted  to  return 
to  Uganda;  government-run  coffee  and  cotton  marketing  boards  have  been  disbanded; 
foreign  investment  has  been  encouraged;  and  the  process  for  acquiring  a  business  license 
has  been  streamlined.  Not  surprisingly,  Uganda  scored  a  2.94  on  die  Index,  placing  it 
behind  only  Swaziland  among  sub-Sahara  African  countries.  This  success  only  further 
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validates  the  Index,  while  the  free  market  refonp  that  the  Index  registers  for  Uganda  will 
do  more  for  the  Ugandan  peoples'  ability  to  provide  for  themselves  than  any  conceivable 
IDF  effort. 

The  approach  to  development  aid  embodied  by  The  Index  of  Economic  Freedom 
isn't  about  "buying"  refonn.  Countries  don't  reform  at  the  barrel  of  a  gun.  Years  of 
failed  structural  adjustment  programs  engineered  by  the  World  Bank  and  the  International 
Monetary  Fimd  demonstrate  this.  The  Index  is  about  the  U.S.  taxpayer  investing  in  those 
countries  with  the  commitment  to  do  what  it  takes  to  grow  economically.  This  hard- 
headed  approach  better  approximates  how  the  real  world  works.  It  also  sends  a  message 
that  foreign  aid  is  not  an  entitlement,  the  perception  that  our  foreign  aid  program  has  been 
giving  for  years,  with  devastating  consequences  for  the  developing  world.  The 
Admmistration  talks  about  fundamentally  reforming  foreign  aid  —The  Index  of  Economic 
Freedom  is  the  prescription. 

Despite  the  abysmal  performance  of  development  aid,  those  vAo  wish  to  refonn 
and  tnm  back  the  U.S.  foreign  aid  program  are  labeled  "isolationists."  Only  government 
bureaucrats  and  others  with  a  vested  interest  in  foreign  aid  spending  could  view 
international  relations  through  the  prism  of  foreign  aid.  The  U.S.  is  engaged  in  the  world 
in  so  many  ways  that  dwarf  the  significance  of  the  U.S.  foreign  aid  program.  How  does 
criticizing  a  foreign  aid  program  that  has  spent  hundreds  of  billions  of  dollars  with  so  few 
positive  results  to  show  qualify  one  as  an  isolationist?  Those  lobbing  such  charges  need 
to  account  for  the  destruction  their  efforts  have  brought  to  Tanzania  and  elsewhere. 

Brian  Atw'ood  has  defended  his  development  aid  program  by  taking  a  "you  can 
pay  me  now  or  pay  me  later"  tact.  He  has  suggested  ihat  unless  we  "invest"  in  countries 
\vith  development  aid  we  will  see  more  Rwandas  and  Somalias.  But  these  two  coimtries 
were  major  recipients  ofdevelopment  aid  prior  to  imploding.  In  fact,  Rwanda  was 
treated  as  a  test  case  for  development  aid  due  to  its  relatively  small  and  presumably 
'"manageable"  size.  The  results  of  that  test  are  in.  As  we  all  know,  Rwanda  is  a  disaster. 
And  interestingly  enough,  Somalia,  after  the  end  of  its  U.N.  operation  and  after  the  end  of 
the  massive  aid  that  destroyed  its  agricultural  system,  is  doing  better  than  it  has  in  years. 
Somalia  is  experiencing  relatively  tranquillity  and  its  economy  is  recovering.  If  this  is 
the  result  of  the  end  ofdevelopment  aid,  we  need  more  of  it. 

The  Heritage  Foundation  will  soon  release  a  comprehensive  review  of  federal 
spending  which  focuses  upon  where  budget  cuts  can  be  made  to\vard  achieving  the  goal 
of  a  balanced  budget.*  TTie  Heritage  study  teikes  the  approach  of  asking  whether  each 
and  every  particular  program  would  be  undertaken  today,  or  is  it  merely  being  routinely 
carried  over  from  year  to  year.  In  other  words,  if  we  were  not  doing  this,  would  we  get 
into  it  now?  I  ask  the  Committee  whether  we  should  still  be  funding  many  of  the 
development  aid  programs  of  an  agency  that  is  living  ofif  Marshall  Plan  "success"  it  had 
nothing  to  do  with?  Without  the  adoption  of  progress  toward  free  markets  as  the  sole 
criterion  for  allocating  development  aid  —real  foreign  aid  reform—  the  answer  to  this 
question  must  be  a  resounding  "No." 

*For  reconmiended  foreign  aid  cuts,  see  Kim  R.  Holmes.  "Focus  on  Free  Markets:  How- 
to  Cut  Foreign  Aid,"  The  Heritage  Foundation  Committee  Brief,  No.  3,  2/15/95. 


94 


TESTIMONY  OF  LINDA  F.  POWERS 
ENRON  DEVELOPMENT  CORP. 

before  the 

COMMITTEE  ON  INTERNATIONAL  RELATIONS 
U.S.  House  of  Representatives 

ApriM,  1995 


Good  afternoon.  My  name  is  Linda  Powers.  I  am  Vice  President,  Global  Finance  of  Enron 
Development  Corporation.  I  very  much  appreciate  the  opportunity  to  appear  today  and  share 
some  thoughts  from  a  private  sector  perspective  on  the  U.S.'  foreign  assistance  programs  and  the 
institutional  structure  administering  them. 

Enron  Corp.,  based  in  Houston,  Texas,  is  one  of  the  largest  integrated  natural  gas  companies  in 
the  world.  We,  along  with  other  U.S.  companies,  have  become  world  leaders  in  a  major  new 
area  of  business  in  developing  countries:  privately  built,  owned  and  operated  infrastructure 
projects.  Enron  has  developed  more  such  projects  in  emerging  markets  than  any  other  U.S. 
company  to  date.  We  have  projects  completed  or  under  development  in  the  Philippines,  India, 
China,  Indonesia,  .Argentina,  Colombia,  Bolivia,  Brazil,  Ecuador,  Dominican  Republic,  Trinidad, 
Poland,  Latvia,  Turkey,  Qatar,  Mozambique,  and  elsewhere. 

My  remarks  this  afternoon  are  based  upon  Enron's  first-hand  experience  in  these  countries,  as 
well  as  the  experience  of  The  AES  Corporation,  of  Virginia,  and  Mission  Energy,  of  California 
(who  have  projects  under  way  in  many  of  the  same  countries,  plus  others  such  as  Pakistan  and 
Uganda).  Together,  our  three  companies  alone  will  bring  to  closure  emerging  market 
infrastructure  projects  totalling  nearly  $15  billion  p^r  year  for  the  ne.xt  three  years,  and  more 
thereafter.  Through  these  projects,  companies  like  ours  are  getting  a  close-hand  view  of  the 
country  circumstances  toward  which  foreign  assistance  is  being  directed. 

In  my  remarks  this  afternoon,  I  would  like  to: 

(1)  describe  how  the  U.S.'  foreign  assistance  programs  have  failed  to  keep  pace  with  major 
changes  in  the  recipient  countries,  and  are  essentially  doing  the  reverse  of  what  is  needed; 

(2)  describe  what  the  U.S.  private  sector  is  doing  in  the  developing  countries,  and  how  the  private 
sector  can  be  harnessed  to  achieve  U.S.  foreign  assistance  objectives  more  effectively,  at  far 
lower  cost,  than  imder  our  current  programs;  and 

(3)  describe  how  Senator  Helms'  recent  proposal  for  institutional  consolidation  takes  some 
important  steps  toward  the  changes  required,  but  needs  to  be  complemented  by  program/activity 
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consolidation  and  reform,  and  needs  to  leave  the  finance  agencies  separate  and  independent. 

THE  MAIN  TYPES  OF  ACTIVITY  AND  DELIVERY  APPROACH  OF  U,$,  FQREION 
ASSISTANCE  PROGRAMS  TODAY  ARE  THE  OPPOSITE  OF  WHAT  IS  NEEDED 

The  objectives  of  U.S.  foreign  assistance,  like  other  donors'  programs,  are  essentially  three-fold: 

( 1 )  development  assistance  --  promoting  the  recipient  countries'  own  development  and  growth; 

(2)  humanitarian  assistance  ~  alleviating  the  recipient  countries'  current  poverty  conditions;  and 

(3)  serving  U.S.  national  interests  (both  economic  and  security),  and  building  U.S.  presence  and 
influence. 

At  present,  two  primary  characteristics  shape  and  run  throughout  the  U.S.  foreign  assistance 
programs  which  are  supposed  to  achieve  these  objectives.  First,  these  programs  deliberately 
channel  the  vast  majority  of  their  funds  into  policy  advice,  technical  assistance  and  planning 
exercises  (especially  advice  aimed  at  public  institutions  in  the  recipient  countries),  rather  than 
tangible  things  such  as  infrastructure.  Second,  this  advisory  activity  comprising  most  of  the  U.S.' 
foreign  assistance  is  mainly  planned,  controlled  and  carried  out  by  government  staff  There  is 
liardly  any  harnessing  of  the  private  sector  for  development  assistance  and  only  limited  harnessing 
for  hunumitarian  aid. 

Experience  in  the  field  has  shown  that  both  of  tliesc  characteristics  lead  to  high  expense  and  low 
effectiveness.  (For  example,  as  I  will  explain  in  a  minute,  USAID's  administrative  expenses /i«r 
dollar  of  program  activity  are  about  twenty  times  the  administrative  costs  per  dollar  of  the  U.S. 
govenunent  finance  agencies  —  the  Overseas  Private  Investment  Corporation  and  U.S.  Export 
Import  Bank  -  which  arc  keyed  to  private  sector  led  development  activity.)  Moreo\er,  both  of 
these  fundamental  characteristics  are  contrary  to  what  the  US.  preaches  to  aid  recipient  countries 
iibout  the  importance  of  market  based,  private  sector  approaches.  What  we  are  doing  in  our  own 
foreign  assistance  programs  is  basically  the  opposite  of  the  model  we  are  promoting. 

In  the  past,  there  was  some  thought  that  alleviating  poverty  had  to  precede  development. 
However,  experience  has  shown  that  the  reverse  is  generally  true;  it  is  development  that  lifts 
people  out  of  poverty.  In  part,  this  is  because  there  simply  are  not  enough  public  funds  in  the 
world  to  alleviate  all  the  existing  needs,  let  alone  lift  the  general  standard  of  living. 

.Mso,  during  the  Cold  War,  maximizing  development  effectiveness  was  not  as  pressing  an  issue 
as  it  is  today.  We  certainly  wanted  to  help  the  recipient  countries,  but  the  overrriding  need  was 
to  buy  goodwill  —  to  have  these  countries  in  our  camp  rather  than  the  Soviets'  camp.  Now  the 
issue  of  maximizing  effectivness  matters  a  lot,  because  the  world  has  changed,  the  U.S.  has 
changed  and  the  recipient  countries  have  changed. 

The  basis  of  competition  for  international  influence  has  changed  from  primarily  military  and 
ideological  to  a  contest  of  economic  strength.  The  developing  countries  are  still  a  critical 
battleground  -  but,  now.  an  economic  battleground  (for  example,  as  the  fastest  growing  export 
markets  for  donor  countries  like  the  U.S.).  In  the  U.S.,  the  deficit  has  become  unsustainable,  and 
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it  has  become  urgently  necessary  for  the  U.S.  government  to  achieve  more  with  less.  In  the 
developing  countries  (the  aid  recipients),  the  host^govemmenis  have  embraced  private  sector 
driven  development  with  astonishing  speed. 

These  changes  in  the  developing  countries'  thinking  have  made  a  new  vmy  of  achieving  our 
foreign  assistance  goals  possible.  Specifically,  these  countries  are  now  allowing  private  parties 
to  build,  own  and  operate  basic  infrastructure  (electricity,  telecommunications,  water  and 
transport).  These  projects  arc  achieving  development  objectives  by  providing  infrastructure 
needed  for  growth,  and  serving  as  the  action-forcing  events  to  finally  get  these  countries  to  adopt 
key  legal  and  policy  changes  long  urged  upon  them  with  little  success.  The  projects  are  also 
achieving  humanitarian  objectives  by  delivering  jobs  and  ancillary  facilities  (medical  clinics, 
schools  and  the  like).  On  both  objectives,  these  private  infrastructure  projects  are  delivering 
much  more  demonstrable  and  measurable  restilts  than  are  the  large  amounts  of  U.S.  foreign 
assistance  funds  now  being  spent  on  policy  advice,  technical  assistance  and  planning  exercises. 

As  I  will  explain  later,  private  infrastructure  projects  also  serve  our  own  interests  far  better  than 
policy  reports  and  analyses:  both  economically  (they  are  the  largest  area  of  new  export  business 
the  U.S.  will  sec  for  the  next  couple  of  decades,  and  amount  to  many  tens  of  billions  of  dollars 
per  year),  and  in  terms  of  presence  and  goodwill  (the  projects  are  a  lot  more  \'isible  and 
meaningful  to  the  general  populace  than  policy  reports  are). 

Taking  this  new  approach  to  foreign  assistance  requires  reversing  the  two  defining  characteristics 
of  our  current  foreign  assistance  progprams:  shifting  away  from  policy  advice  and  to  tangible 
things  like  infrastructure,  and  harnessing  the  private  sector  to  deliver  both  these  projects  and 
humanitarian  aid. 

Reversing  these  characteristics  of  our  programs  in  turn  requires  dramatic  changes  in  the  allocation 
of  funds  under  the  150  Account.   Specifically,  the  U.S.  can  and  should: 

•  stop  most  of  its  expenditures  for  policy  advice,  technical  assistance  and  planning 
exercises,  which  comprise  at  least  SI  billion,  and  potentially  up  to  $2  billion 

(depending  on  how  much  one  wishes  to  count),  of  AlD's  activities; 

•  stop  a  substantial  amount  of  its  expenditures  for  international  exchange  programs:  it  is 
estimated  that  the  U.S.  government  currently  firnds  over  one  hundred  such  programs, 
totalling  about  SI. 6  billion  per  year.  An  enormous  amount  of  such  exchanges  already 
take  place  on  a  private  basis,  and  insofar  as  exchange  programs  are  intended  to  build 
familiarity  and  goodwill  toward  the  U.S.,  delivering  tangible  development  and 
humanitarian  assistance  produces  greater  results.; 

•  eliminate  personnel  and  administrative  costs  associated  with  these  program  activities 
terminated.  The  amount  of  these  additional  savings  should  be  quite  large,  as  such  costs 
are  currently  enormous.; 
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•  rechanncl  a  small  fraction  (some  $150-200  million)  of  these  savings  to  the  finance 
agencies  (OPIC,  Exim  and  TDA)  to  provide  the  additional  financing  capacity  needed  for 
the  private  sector  to  continue  playing  its  growing  role  in  development  assistance; 

•  use  all  of  the  rest  of  the  savings  for  deficit  reduction. 

As  these  recommendations  show,  the  new  private  sector  driven  approach  I  am  recommending  vvill 
not  only  be  more  effective  for  the  recipient  countries,  and  produce  more  economic  benefits  for 
ourselves,  it  will  also  be  dramatically  less  expensive.  The  U.S.  government  will  in  fact  achieve 
a  lot  more  with  a  lot  less. 

The  approach  I  am  suggesting  has  long  been  taken  by  some  of  our  leading  competitors.  For 
example,  Japan  spends  its  official  development  assistance  (ODA)  primarily  on  infrastructure 
projects  (as  concessionary  loans,  not  grants),  and  project-related  technical  assistance  (such  as 
feasibility  studies).  It  leaves  the  general  policy  and  sector  reform  work,  as  well  as  the  work  on 
global  problems  (e.g.,  HIV/AIDS,  population  stabilization,  greenhouse  gases,  etc.)  mainly  to  the 
multilateral  institutions  ~  essentially,  the  opposite  of  the  current  U.S.  approach.  This  makes  a 
lot  cf  sense,  since  general  policy  reform  and  global  problems  are  common  issues  of  concern,  and 
warrant  common  solutions.  Moreover,  Japan  reaps  tremendous  benefits  from  channelling  its 
bilateral  funds  into  tangible  projects.  (For  example,  Japan's  1994  ODA  report  shows  that 
Japanese  ODA  has  funded  about  30%  of  Indonesia's  electricity  generating  capacity,  20%  of 
Thailand's  capacity  and  50%  of  Malaysia's  capacity  —  all  markets  of  great  importance  for  U.S. 
energy  companies.) 

Let  me  now  explain  more  specifically  how  the  developing  countries  have  embraced  private  sector 
approaches  to  development,  how  private  infrastructure  projects  are  achieving  our  foreign 
assistance  goals,  and  what  government  roles  remain  necessary.  I  will  then  end  with  some 
<:onclusions  about  the  program  consolidation,  and  structural  consolidation,  that  is  called  for. 


DEVELOPING  COUNTRIES  ARE  EMBRACING  PRIVATIZATION  OF  INFRASTRUCTURE 

Just  in  the  last  three  to  five  years,  developing  countries  have  fundamentally  changed  their 
thinking  ubout  basic  infrastructure  (electricity,  telecommunications,  transport  and  water)  to  begin 
allowing  private  ownership  and  operation.  Previously,  these  countries  (and  even  some 
industrialized  countries)  considered  infrastructure  functions  to  be  "natural"  monopolies  and  a 
'natural"  domain  of  government.  The  U.S.  was  a  leader  —  and  largely  alone  -  in  opening  these 
areas  to  pnvate  provision  and  competition  long  ago. 

The  main  impetus  for  this  change  has  been  necessity:  the  developing  countries  were  no  longer 
able  to  arrange  public  financing  for  these  projects.  The  countries  did  not  have  the  huge  amounts 
of  funds  themselves;  sovereign  lending  had  tailed  off  due  to  bad  experiences;  and  some  major 
foreign  aid  sources  (such  as  the  USSR)  had  disappeared.  So,  the  shift  to  allowing  private 
ownership  and  operation  has  been  driven  by  the  need  to  have  private  parties  provide  the 
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financing. 


Another  impetus  for  the  change  has  been  that  the  old  statist  approach  to  these  infrastructure 
projects  has  been  a  failure.  Under  the  old  approach,  government  planners  conceived  and 
controlled  the  projects,  with  very  poor  results.  The  projects  were  typically  large  and  overly 
ambitious,  completed  far  beyond  schedule  and  budget,  overstaffed  by  five  to  ten  times  the 
appropriate  levels,  operated  with  little  regard  for  safety  or  environmental  concerns,  and  operated 
at  capacity  levels  a  little  over  half  what  they  should  have  been.  In  several  of  the  countries  where 
we  have  completed  projects,  for  example,  when  we  first  went  in,  the  countries  were  having 
brownouts  for  several  hours  or  more  per  day,  even  in  their  capital  cities. 

The  change  in  these  developing  countries'  thinking  about  infrastructure  is  of  central  and  pervasive 
importance  to  their  development  prospects.  .\s  the  World  Bank,  OECD,  and  numerous 
commentators  have  emphasized,  basic  physical  infrastructure  (along  with  certain  "commercial 
infrastructure"  I  will  address  in  a  moment)  is  the  key  to  development.  If  the  lights  stay  on, 
telephones  work,  and  roads  and  ports  are  usable,  industries  can  grow.  If  not,  they  can't.  Basic 
infrastructure  is  also  the  key  to  living  standards:  clean  and  safe  drinking  water,  adequate 
sanitation,  transportation  allowing  reasonable  mobility,  and  the  like. 


PRIVATE  INFRASTRUCTURE  PROJECTS  PROVIDE  A  MORE  EFFECTIVE  VEHICLE  FOR 
ACHIEVING  FOREIGN  ASSISTANCE  GOALS  THAN  TRADITIONAL  AID  ACTIVITIES 

Legal  and  Policy  Reforms 

^Vhen  infrastructure  is  planned,  constructed,  owned,  operated  and,  most  importantly,  financed  by 
private  parties  the  results  are  very  different  than  when  the  state  is  in  charge.  Private  parties  are 
not  willing  (their  shareholders  will  not  allow  them)  to  invest  hundreds  of  millions  of  cash  equity 
into  an  infrastructure  project,  and  lenders  are  not  willing  to  loan  himdreds  of  millions  of  debt  to 
a  project,  unless  it  meets  rigorous  .standards  of  economic  soundness.  TTie  project  must  be  well 
designed  to  fit  needs,  well  operated  and  maintained,  and  above  all  be  assured  of  a  reliable  and 
sufficient  revenue  stream  to  provide  for  repayment  plus  returns.  Anything  short  of  this  is  simply 
r.ot  financeable.    Thus,  private  financing  introduces  a  crucial  discipline  that  cannot  be  csc2^)cd. 

To  meet  the  requirements  for  financeability.  certain  "commercial  infrastructure"  (essential  laws, 
regulations  and  administrative  and  judicial  systems)  must  be  in  place.    Key  areas  include: 

•  property  rights,  including  the  enforceability  of  contracts  and  security  arrangements 

•  market  based  pricing,  sufficient  to  cover  all  fixed  and  variable  costs  plixs  a  reasonable 
return 

•  regulatory  reform  -  not  only  provisions  for  privatization,  but  streamlining,  consistency 
and  transparency,  so  as  to  preclude  arbitrary  denials,  delays,  withdrawals  and  changes 
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•  credit  baied  lending  --  meeting  international  banking  standards,  and  having  no 
interference  on  the  basis  of  policy  or  othgr  non-credit  factors 

*  fslr  and   neutral   diipute   reiolution   --  particularly   offshore   arbitration  under 
international  rules 

These  are  the  very  sorts  of  legal  and  policy  reforms  that  our  foreign  assistance  programs  have 
long  exhorted  the  developing  countries  to  adopt.  Extensive  policy  advice,  technical  assistance, 
training  conferences  and  exchanges  have  been  conducted  over  time,  by  multiple  agencies,  all  of 
it  well  intentioned.  Despite  this,  many  problems  have  remained  in  these  countries'  "commercial 
infrastructure".  This  is  not  surprising,  as  the  changes  needed  are  often  politically  difficult  to 
make.  Private  projects  provide  the  necessary  carrot  and  stick:  the  discipline  (driven  by  financing 
requirements),  and  also  political  "cover"  (the  visible,  tangible  benefits  —  ending  of  brownouts, 
etc.) 

Let  me  give  you  a  couple  of  real  worid  examples.  Earlier  this  month,  we  reached  closure  on  a 
$920  million  power  plant  in  India.  As  is  widespread  in  developing  countries,  the  State  of 
Maharashtra,  where  the  plant  is  located,  has  long  had  subsidized  electricity  prices.  This  has  been 
an  enormous  drain  on  the  public  treasury,  but  extremely  hard  to  change.  Our  plant  is  the  first 
independent  power  project  in  India  and,  of  course,  has  to  sell  its  electricity  at  full  market  rates 
in  order  to  be  fmanceable.  The  State  of  Maharashtra  is  now  revamping  its  overall  electricity 
pricing  structure  to  bring  it  into  line  with  our  project's  market  based  pricing. 

.A.!so  in  our  India  project,  in  order  to  assemble  all  of  the  project  debt  needed,  we  had  to  draw 
upon  five  Indian  banks  in  addition  to  OPIC,  Exim  and  two  U.S.  banks.  The  Indian  banks  had 
previously  been  state  controlled,  and  had  never  done  such  a  project  financing.  Through  our 
project,  the  five  Indian  banks  developed  a  thorough  understanding  of  project  finance,  international 
lending  practices,  project  credit  evaluation  and  security  requirements,  and  the  like  --  something 
that  no  amount  of  technical  assistance  could  have  achieved  as  effectively  as  a  real  live  project. 

In  China,  the  development  process  for  a  S140  million  power  plant  we  are  building  has  addressed 
and  solved  a  number  of  key  issues  concerning  treatment  of  such  foreign  investment  and 
enforceability  of  property  and  security  rights.  Our  power  project  has  been  the  first  to  obtain  a 
commitment  for  offshore  arbitration  under  international  rules,  the  first  to  be  structured  on  the 
basis  of  an  agreed  output  (i.e.,  electricity)  price  so  as  to  avoid  any  official  review  or  restriction 
of  profits,  and  we  are  working  with  the  authorities  to  create  a  mortgage  instrument  that  will  be 
acceptable  to  international  lenders.   These  solutions  are  now  serving  as  a  model  for  others. 

In  a  $100  million  project  we  completed  in  Guatemala,  we  found  there  were  no  established 
environmental  criteria  or  standards.  An  environmental  approval  was  required,  but  was  left  to  the 
unguided  and  unreviewed  discretion  of  certain  agency  personnel.  Working  with  the  Guatemalan 
authorities,  we  created  standards  to  use  in  our  project  based  on  World  Bank  environmental 
requirements.  These  are  now  becoming  the  model,  and  Guatemala  is  moving  to  establish  official 
standards.  Subsidized  electricity  prices  were  also  a  problem:  Guatemala  had  long  wanted  to  end 
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them,  but  politically  could  not.  Our  project  established  market  based  prices  (as  it  had  to,  to  be 
financeablc),  and  other  prices  are  now  being  broaght  into  line  with  ours. 

These  are  just  a  few  of  the  many  examples  fast  accumulating.  Since  the  private  projects  now 
under  way  are  the  first  wave  in  these  developing  countries,  every  one  of  them  is  encountering 
significant  issues  like  these,  and  working  through  them  to  establish  market  based  standards, 
pricing,  lending,  etc. 


Facilities  to  Alleviate  Current  Needs 

In  addition  to  bringing  about  legal  and  policy  reforms,  private  infrastructure  projects  are  also 
delivering  substantial  amounts  of  facilities  to  alleviate  current  needs.  The  amounts  of  such 
benefits  that  private  parties  are  delivering  per  project  are  quite  large,  and  quickly  add  up  to  more 
than  the  U.S.  can  afford  to  spend  in  public  funds.  Since  private  panics  are  spending  their  own 
money,  they  also  tend  to  maximize  efficiency  in  these  expenditures. 

For  example,  in  the  India  project  I  just  mentioned,  our  capital  expenditure  budget  includes  $24.5 
inillion  for  a  fifty  bed  hospital,  a  primary  school,  a  vocational  school,  drinking  water  pipelines 
for  the  surrounding  villages  and  road  improvements.  The  budget  also  includes  an  additional  $75 
million  for  port  facilities  that  will  be  available  for  public  use.  Finally,  the  project  includes 
employment  for  several  hundred  persons,  both  at  the  plant  and  elsewhere,  with  an  annual  payroll 
of  $5  million  throughout  the  twenty  year  life  of  the  project.  As  in  all  of  our  projects,  we  arc 
providing  all  of  the  training  for  these  jobs,  and  they  arc  high  value  jobs  relative  to  the  local 
economy. 

Why  do  we,  and  other  developers,  incltide  such  things  in  our  projects?  To  win  local  support  and 
support  of  the  authorities,  as  well  as  to  help  improve  conditions  in  the  area.  It  is  somewhat  like 
the  kind  of  improvements  and  amenities  a  real  estate  developer  provides  in  connection  with  a 
sub-division  project.  Infrastructure  projects  are  such  a  large  and  long-term  investment,  it  is 
essential  that  the  local  and  government  support  be  very  solid. 


PRIVATE  INFRASTRUCTURE  PROJECTS  ALSO  SERVE  U.S.  NATIONAL  INTERESTS 
MORE  EFFECTIVELY  THAN  TRADITIONAL  AID  ACTIVITIES 

U.S.  Goodwill  and  Standing  in  the  Develoaing  Countries 

Orienting  our  foreign  assistance  program  toward  these  private  infrastructure  projects  can  help 
build  greater  U.S.  goodwill  in  the  developing  countries.  Such  projects  not  only  build  strong 
relationships  with  host  government  officials  as  policy  advice  and  technical  assistance  do;  unlike 
those  activities,  the  projects  deliver  real,  tangible  benefits  that  are  highly  visible  to  the  general 
population  of  the  host  country.  Being  seen  as  ending  brownouts,  or  bringing  in  sanitation,  builds 
more  useful  goodwill  than  does  policy  advice. 

Orienting  our  program  toward  such  projects  can  also  contribute  to  U.S.  standing  by  practicing 
what  we  preach.  The  U.S.  champions  market  based  approaches,  and  it  is  incongruous  for  U.S. 
foreign  assistance  programs  to  continue  emphasizing  primarily  government-directed  and  -delivered 
efforts  when  both  the  U.S.  private  sector  and  the  host  countries  are  embracing  private  solutions. 


101 


Economic  Benefits  to  the  U.S. 

Harnessing  private  infrastructure  projects  to  achieve  foreign  assistance  objectives  can  also 
generate  tremendous  economic  benefits  lo  the  U.S.  through  export  business.  These  projects  are 
not  just  another  ordinary  line  of  business.  Theyare  a  very  high-stakes  new  international 
economic  battleground:  the  biggest  new  area  of  potential  export  value  to  the  U.S.  for  the  next 
several  decades. 

The  most  widely  quoted  and  accepted  estimate  of  the  amoimt  of  infrastructure  needs  in 
developing  countries  is  the  World  Bank's  estimate  of  S200  billion  per  year  for  at  least  the  next 
ten  years.  Of  this,  about  $100  billion  per  year  is  for  energy  projects:  mostly  electric  power 
generation,  plus  some  transmission,  distribution  and  pipelines.  The  other  $100  billion  per  year 
is  for  telecommunications,  transport,  and  water  and  sewage  projects. 

These  estimates  state  the  amount  of  these  countries'  needs:  that  is,  the  amount  of  infrastructure 
expansion  needed  to  keep  pace  with  their  projected  economic  growth,  and  avoid  having 
infrastructure  bottlenecks  constrain  that  growth.  The  key  factor  determining  how  much  will 
actually  be  built  in  the  next  ten  years  is  how  much  equity  capital  and  lending  capacity  can  be 
marshalled  to  finance  it.  Energy  industry  estimates  of  how  much  should  be  achievable  are  in  the 
range  of  $75-85  billion  per  year,  out  of  the  $100  billion  per  year  of  needs.  (Expected  geographic 
aispcrsion:  about  55%  in  Asia,  20%  in  Latin  America,  and  10-15%  each  in  Eastern  Europe/NlS 
and  Africa).  Other  infrastructure  (telecom,  transport,  water)  combined  should  be  a  comparable 
amount. 

U.S.  companies  should  win  a  major  share  of  these  projects.  The  U.S.  industry  has  had  a 
competitive  edge,  in  part  because  of  the  experience  we  gained  in  the  U.S.  market,  and  because 
we  have  aggressively  purstied  early  opportunities,  and  risked  large  amounts  of  their  own  money 
(typically  $5-15  million  per  project  in  pure  risk  money  for  development  costs,  plus  several 
hundred  million  dollars  of  equity  in  each  project).  However,  European  and  Japanese  competition 
is  rising  sharply,  and  host  countries  are  also  putting  increasing  pressure  on  project  costs  and 
margins.  Without  the  necessary  tools  (primarily  financing),  U.S.  companies  could  easily  lose 
their  competitive  position,  as  happened  to  other  U.S.  industries  in  the  past. 


THE  MOST  ESSENTIAL  ROLE  FOR  U.S.  GOVERNMENT  PROGRAMS  IS  PROVIDING 
EXPORT  AND  INVESTMENT  FINANCING 

If  private  infrastructure  projects  are  achieving  the  key  legal  and  policy  reforms  needed  in  the 
developing  coimtries,  and  delivering  more  tangible  facilities  to  alleviate  ciirrent  needs  than  the 
U.S.  can  afford  to  do  with  public  funds  for  foreign  assistance,  what  role  does  this  leave  for  U.S. 
government  programs?  The  most  essential  role  that  remains  is  providing  some  of  the  financing 
needed  for  these  projects.  Financing  has  always  been  crucial:  as  I  described  earlier,  the  whole 
reason  developing  countries  began  allowing  private  ownership  and  operation  of  infrastructure  was 
to  obtain  private  financing.  Financing  costs  comprise  a  surprisingly  large  part  of  project  costs, 
and  as  competition  for  these  projects  is  increasing,  the  availability  and  pricing  of  financing  is 
becoming  absolutely  pivotal. 

Private  infrastructure  projects  have  to  be  financed  on  a  project  finance  basis.    Companies  like 
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ours  put  in  a  large  amount  of  equity  -  usually  25-30%.  (In  our  India  project,  for  example,  that's 
S300  million,  cash.)  Companies  then  need  a  source  of  debt  for  the  rest  of  the  project  costs:  the 
total  project  costs  are  so  huge  that  even  large  companies'  balance  sheets  cannot  bear  all  of  the 
costs. 

The  only  viable  sources  for  project  debt  at  this  time  are  the  public  finance  agencies.  Commercial 
banks  are  unwilling  (for  now)  to  provide  such  loans,  for  several  reasons.  First,  the  typical 
duration  of  these  projects  is  too  long  (20-30  year  project  life;  minimum  10-15  year  loan 
repayment  period  needed).  Second,  in  the  developing  countries  where  these  projects  are  located, 
risks  can  be  hard  to  predict  over  the  long  term,  and  the  most  troubling  risks  (country  and  political 
risks)  are  ones  that  private  parties  have  little  means  to  cope  with  if  they  materialize.  Third,  a 
uack  record  has  not  yet  developed  on  these  kinds  of  projects:  the  first  ones  have  just  begun  in 
the  last  couple  of  years. 

In  these  circumstances,  private  lenders  are  very  reluctant  to  do  any  lending.  This  reluctance  is 
also  exacerbated  by  regulatory  disincentives:  restrictive  treatment  of  income  earned  on  loans  to 
projects  in  developing  countries,  and  onerous  and  unpredictable  reserve  requirements.  As  a  result, 
private  lenders  are  only  willing  to  take  on  a  ftuiding  role  under  cover  of  guarantees  from  the 
public  finance  agencies  and,  occasionally,  to  provide  a  parallel  slice  of  lending  alongside  loans 
from  the  public  finance  agencies.  In  the  latter  cases,  the  private  lenders  have  the  comfort  of 
knowing  that  if  something  goes  wrong,  the  public  fmance  agencies  will  tackle  the  problem,  and 
any  solution  will  apply  to  the  pnvate  lenders  on  an  equal  basis. 

The  one  problem  with  the  fmance  agencies  is  that  their  current  lending  ct^acity  is  already  falling 
seriously  short  of  the  amounts  needed  to  finance  projects.  The  shortfall  is  extremely  acute  at 
OPIC:  OPIC  ran  out  of  money  by  the  third  quarter  last  year,  and  is  likely  to  do  so  again  this 
year.   TDA  also  runs  out  of  money  each  year,  and  Exim  is  stretching. 

The  supply  and  demand  numbers  tell  the  story  succinctly.  OPIC  has  only  about  $1  billion  of 
core  lending  capacity  this  year,  and  ExIm  has  about  $18  billion  (for  all  sectors,  regions,  types  and 
durations  of  financing).  As  I  explained  earlier,  the  amount  of  private  energy  infrastructure 
projects  alone  needing  financing  will  total  some  $75-85  billion  per  year  for  the  next  ten  years, 
and  U.S.  companies  are  winning  a  significant  percentage  of  these  projects.  Just  Enron.  AES  and 
Mission  must  arrange  financing  for  projects  totalling  nearly  $15  billion  per  year  for  the  next 
several  years,  and  more  thereafter.  This  is  the  first  wave  of  such  projects  to  finish  the  multi-year 
development  process,  and  the  volume  is  going  to  grow.  The  U.S.  is  seriously  unprepared  in  its 
financing  capacit)'.    Our  competitors  are  prepared. 


U.S.  GOVERNMENT  PROGEIAMS  FOR  HUMANITARIAN  AND  SECURITY  ACTIVITIES 
CAN  COMPLEMENT  PRIVATE  DEVELOPMENT  ASSISTANCE 

Beyond  the  financing  programs,  government  programs  are  also  needed  for  some  degree  of 
humanitarian  aid,  to  address  needs  or  areas  where  private  projects  cannot.  As  such,  humanitarian 
aid  can  complement  the  main  thrust  of  private  sector  driven  development  activity  that  I  have  been 
describing. 
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Two  cautionary  points  should  be  emphasized  here.  First,  humanitarian  aid  at  present  is  quite  a 
modest  part  of  the  AID  budget.  Second,  there  is  substantial  room  for  privatizing  in  this  area  as 
well.  Private  voluntary  organizations  (PVOs)  are  already  delivering  some  thirty  percent  of  this 
aid  for  AID,  and  they  are  ready,  willing  and  able  to^take  on  a  greater  delivery  role.  Allowing 
them  to  do  so  would  improve  effectiveness,  and  enable  us  to  limit  the  government  role  mainly 
to  deciding  where  and  for  what  purposes  humanitarian  aid  is  to  be  delivered.  PVOs  promote 
efficiency  by  aggressively  pursuing  leveraging  of  U.S.  public  funds  with  U.S.  private  fUnds  and 
host  country  funds,  making  economical  use  of  volunteers,  and  working  to  make  their  programs 
"graduate"  to  become  host  country  responsibilities. 

Of  course,  government  programs  also  continue  to  be  needed  to  address  non-economic  security 
objectives.     However,  that  area  involves  a  separate  set  of  issues,  and  I  am  not  addressing  it. 


ADOPTING  THIS  PRIVATE  SECTOR  DRIVEN  APPROACH  TO  FOREIGN  ASSISTANCE 
WOULD  MAXIMIZE  THE  VALUE  FOR  U.S.  TAXPAYER  DOLLARS 

Harnessing  private  infrastructure  projects  to  achieve  much  of  our  development  assistance  goals 
can  create  major  efficiency  gains  in  a  number  of  ways.  First,  we  can  stop  spending  U.S.  taxpayer 
dollars  on  a  lot  of  development  activities  (policy  reforms,  and  delivery  of  medical  facilities,  jobs, 
etc.)  that  private  parties  are  now  willing  to  undertake.  As  I  explained  at  the  beginning,  this 
would  enable  us  to  stop  spending  at  least  $1  billion,  and  potentially  up  to  $2  billion,  of  AID's 
current  programs.  It  would  also  allow  us  to  stop  spending  a  substantial  additional  amount  on 
international  exchange  programs  (currently  totalling  some  $1.6  billion).  We  can  use  most  of 
these  savings  for  budget  reductions.  We  only  need  to  rechannel  a  small  fraction  of  these  amounts 
(about  S 1 50  million  or  so)  to  provide  the  increased  financing  capacity  needed  at  the  financing 
agencies. 

Insofar  as  further  govemment-to-govcmmcnt  policy  advice  is  considered  useful,  there  arc  many 
other  players  doing  the  same  thing  (the  MDBs,  Commerce,  Energy  and  others  for  other  sectors). 
If  such  policy  activities  arc  undertaken,  they  should  be  as  closely  linked  to  real  projects  (and  their 
carrot-and-stick  value)  as  possible.  The  World  Bank,  for  example,  has  achieved  some  success 
in  energy  sector  reform  by  linking  it  to  project  lending. 

Second,  we  can  get  a  lot  more  mileage  out  of  each  dollar  channelled  to  the  finance  agencies  as 
compared  with  our  traditional  foreign  aid  programs.  One  reason  is  that  the  finance  agencies 
achieve  tremendous  leveraging:  they  achieve  $20-40  of  lending  for  each  SI  of  appropriations, 
whereas  most  AID  programs  involve  one-for-one  expenditures.  Another  very  important  reason 
is  administrative  efRciency.  AID  is  currently  administering  about  $7.5  billion  in  programs,  with 
8,000  employees  (plus  many  outside  contractors)  and  operating  costs  of  about  $570  million. 
OPIC  is  administering  about  S8.6  billion  in  lending  and  political  risk  insurance,  with  182 
employees  and  operating  costs  of  about  $24  million.  Thus,  it  is  costing  us  some  twenty  times 
as  much  per  dollar  to  give  money  away  as  to  provide  loans  and  liisurance. 

Finally,  a  private  sector  driven  approach  serves  long-term  efRcieocy  by  placing  the  right 
emphases  among  our  development  assistance  goals.  It  does  not  abandon  help  for  needy  countries' 
current  problems,  but  it  places  the  main  focus  on  delivering  what  countries  need  to  move  their 
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own  development  along.  In  so  doing,  it  recognizes  that  there  will  never  be  enough  public  funds 
to  address  all  the  needs,  let  alone  lift  general  living  standards.  The  OECD  reports  that  private 
capital  flows  have  reached  more  than  double  the  amount  of  official  development  assistance  in  the 
world,  and  will  continue  climbing.  These  capital  flows  need  to  be  harnessed  and  strategically 
assisted  with  debt  fmancing. 


THE  EXTENSIVE  PROGRAM  REDUCTIONS  CALLED  FOR  BY  OUR  PRIVATE  SECTOR 
APPROACH  ALSO  WARRANT  SUBSTANTIAL  STRUCTURAL  CONSOLIDATION 

The  private  sector  driven  approach  to  foreign  assistance  which  I  have  just  outlined  shares  the 
same  goals  as  Senator  Helms'  recent  reorganization  proposal:  streamlining  and  substantially 
privatizing  development  assistance,  and  making  exports  a  higher  priority  in  our  foreign  policy. 
This  approach  is  also  consistent  with  the  central  thrust  of  Chairman  Helms'  proposal,  to  scale 
back  our  traditional  foreign  affairs  institutions  so  much  that  (i)  major  savings  are  achieved,  and 
scarce  budget  funds  can  be  concentrated  toward  fewer,  more  effective  uses;  and  (ii)  the  remaining 
functions  and  personnel  are  so  reduced  that  they  can  be  folded  into  the  State  Department  without 
overburdening  it.   This  central  thrust  is  also  supported  by  three  former  Secretaries  of  State. 

We  understand  that  Chairman  Helms'  proposal  is  intended  to  identify  only  structural 
improvements,  and  to  leave  programmatic  and  budget  issues  to  other  legislative  efforts.  I  would 
like  to  emphasize,  though,  that  our  field  experience  indicates  that  much  more  than  just  structural 
changes  are  required.  The  most  important  of  the  program  changes  needed  are  the  ones  I  have 
just  outlined.  Such  a  change  provides  a  strong  foundation  for  carrying  structural  consolidation 
ftirthcr  than  Senator  Helms  has  proposed.  Likewise,  other  program  changes  (e.g.,  delegating 
more  of  the  humanitarian  activities  to  PVOs)  could  yield  additional  structural  consolidation. 

From  a  business  perspective,  wc  also  support  the  goals  of  the  Helms  plan  concerning  the  finance 
agencies:  namely,  to  make  these  agencies  more  usefiil  to  the  business  community  by  adding 
resources,  flexibility  and  depth;  and  to  have  these  agencies  play  a  bigger  role  in  the  foreign  policy 
process.  However,  it  is  extremely  important  that  the  means  proposed  in  the  Helms  plan  for 
achieving  these  goals  be  revisited.  //  is  essential  that  thejinance  agencies  (OPIC,  Exim  and 
TDA)  QQi  be  consolidated  and  UQl  be  placed  under  control  of  a  non-bank,  bureaucratic  agency 
~  even  an  improved  one.  Although  this  is  a  small  part  of  the  Helms  plan,  it  is  crucial  to  the 
business  community. 

First  and  foremost,  it  is  important  that  OPIC,  ExIm  and  TDA  not  be  put  under  the  State 
Department  in  any  operational  way.  It  is  certainly  reasonable  to  hope  that  doing  so  would  inject 
trade,  investment  and  financing  considerations  more  into  the  foreign  policy  processes  in  the  State 
Department.  Unfortunately,  in  practice,  the  effect  goes  the  other  way.  When  bankers  arc  placed 
under  bureaucrats,  this  can  only  lead  to  Uvo  problems:  interference  with  credit  decisionmaking, 
and/or  second-guessing  which  projects  are  financed.  Companies  like  ours  are  battling  these  very 
problems  with  banks  in  the  developing  countries,  and  sometimes  with  the  traditional  parts  of  the 
multilateral  development  banks.  It  would  seriously  hurt  us  if  this  became  a  possibility  with  OPIC 
and  ExIm. 
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It  is  equally  important  that  OPIC.  Exim  and  TDA  remain  separate  from  each  other.  The  Helms 
proposal  achieves  large  efficiency  gains  in  other  areas  --  for  example,  by  consolidating  and 
coordinating  over  one  hundred  exchange  programs  run  by  the  USIA  and  others  -  because  those 
programs  arc  all  essentially  similar.  Consolidation«of  OPIC,  ExIm  and  TDA  would  not  yield  . 
similar  efficiency  gains  because,  unlike  the  other  agencies  targeted,  the  finance  agencies  do  not 
have  duplicative  functions  or  duplicative  personnel.  Each  of  the  finance  agencies  provides  a 
different  type  of  financing.  Combining  them  cannot  and  should  not  change  that.  Likewise,  the 
fmance  agencies  have  very  few  management  personnel  -  mostly  loan  and  insurance  officers. 
Each  of  them  is  handling  a  full  caseload  of  real  transactions,  and  would  have  to  continue  handling 
the  same  caseload  after  any  institutional  consolidation. 

Another  important  reason  for  keeping  the  finance  agencies  separate  is  to  make  performance 
comparisons  and  competition  possible.  OPIC  and  ExIm  are  lenders  of  last  resort  -  monopoly 
suppliers.  Having  a  degree  of  comparison  and  competition  helps  provide  a  healthy  check  on 
them.  If  we  do  not  have  this  healthy  check  within  the  U.S.,  then  the  only  such  check  can  come 
from  other  countries'  finance  agencies.  In  the  event  of  a  difficulty,  which  can  understandably 
anse  with  a  monopoly  supplier,  the  only  available  alternative  would  be  the  foreign  agencies. 

Finally,  one  other  area  of  concern  is  terminating  and/or  folding  certain  Commerce  Department 
functions  into  the  State  Department,  such  as  the  Foreign  Commercial  Service  field  network  and 
certain  export  promotion  activities.  We  in  the  business  community  have  found  the  Commerce 
Department  (and  also  State,  Treasury  and  Energy)  under  this  Administration  extremely  helpful 
and  useful.  The  U.S.  certainly  should  not  have  five  or  six  parallel  field  networks,  and 
consolidation  of  economic/commercial  functions  makes  sense.  However,  there  is  a  real  question 
about  whether  this  should  all  be  further  consolidated  into  foreign  policy. 


CQNCLVSIQNS 

It  is  perhaps  not  surprising  that  U.S.  foreign  assistance  programs  have  failed  to  keep  pace  with 
the  rapid  and  fundamental  changes  which  have  occurred  in  the  developing  countries.  However, 
it  is  urgent  that  they  catch  up.  If  we  seize  the  opporttmity  created  by  these  changes,  we  can 
position  ourselves  for  a  strong  international  role  in  the  future,  and  enable  some  of  our  leading 
industries  (energy,  telecom  and  others)  to  keep  their  competitive  edge.  At  stake  in  these 
industries  alone  are  several  hundred  thousand  high-wage  jobs.  In  order  to  seize  the  opportunity, 
we  must  fundamentally  change  our  agency  structures,  programs  and  allocations  of  funds.  I 
applaud  Chairman  Oilman  and  this  Committee  for  recognizing  the  need  to  not  continue  "business 
as  usual"  in  our  existing  foreign  assistance  programs,  nor  just  to  tinker,  but  to  move  seriously 
toward  wholesale  reform. 

Thank  you  for  this  opportunity  to  appear  today.  I  would  be  happy  to  answer  any  questions  you 
may  have. 
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TESTIMONY  OF 

NEAL  M.  SHER,  EXECUTIVE  DIRECTOR 

AMERICAN  ISRAEL  PUBLIC  AFFAIRS  COMMITTEE  (AlPAC) 

BEFORE  THE 

HOUSE  INTERNATIONAL  AFFAIRS  COMMITTEE 

APRIL  5,  1995 

Thank  you,  Chairman  Oilman  and  members  of  this  distinguished  Committee,  for  the  opportunity  to  testily 
before  you.  As  Executive  Director  of  AIPAC,  I  recognize  the  critical  role  this  Committee  plays  every  year  in 
ensuring  that  the  U.S.-Israel  relationship  remains  strong.  Appearing  with  me  is  Ester  Kurz,  AIPAC's  Director  for 
Legislative  Strategy  and  Policy.  AIPAC  believes  in  the  critical  importance  of  U.S.  relations  with  Israel,  and 
recognizes  the  prominent  role  that  foreign  aid  plays  in  accompUshing  America's  foreign  policy  objectives-not  only 
in  Israel  but  around  the  world.  In  this  regard,  I  want  to  express  AIPAC's  strong  support  for  a  viable  foreign 
assistance  program. 

AIPAC,  a  domestic,  non-partisan  membership  organization  of  American  citizens,  works  on  a  daily  basis  with 
its  members  to  nurture  a  close  and  consistently  strong  partnership  between  our  country  and  Israel.  On  our  Executive 
Comimttee  sit  the  presidents  of  the  50  major  Amencan  Jewish  organizations,  representing  more  than  four-and-a-half 
million  active  members  throughout  the  Umted  States,  as  well  as  leaders  of  the  country's  pro-Israel  community  from 
all  50  states.  AIPAC  is  the  designated  spokesman  on  Capitol  Hill  on  behalf  of  the  organized  Amencan  Jewish 
community  on  issues  relating  to  the  U.S.-lsrael  relationship. 

Mr.  Chairman,  1  submit  this  testimony  in  strong  support  of  the  President's  request  for  S3  billion  in 
earmarked  economic  and  military  aid  to  Israel  ~  that  nation's  lifehne  -  and  in  support  of  the  legislatively-mandated 
terms  under  which  this  aid  is  provided.  While  1  fully  understand  and  appreciate  the  budgetary  pressures  under  which 
you  and  other  Committee  chairmen  are  operatmg,  1  strongly  believe  this  aid  to  Israel  is  vitally  important  to  U.S. 
national  security  interests,  more  than  pays  for  itself  in  terms  of  overall  benefits  to  the  United  States  and  has  proven 
effective  throughout  many  years  m  advancing  cntical  U.S.  foreign  policy  goals. 

The  world,  unfortunately,  has  not  become  a  safe  place  with  the  end  of  the  Cold  War;  in  some  respects  it 
is  now  more  precanous  than  ever.  The  Middle  East  in  particular  is  one  of  the  world's  most  dangerous  areas  -and 
yet  also  one  of  the  most  important  for  U.S.  interests. 

Contrary  to  those  who  may  claim  that  America  is  becoming  isolationist,  there  is,  in  fact,  broad,  bipartisan 
support  for  active  U.S.  engagement  in  world  affairs.  The  late  President  Nixon  wrote  in  his  1992  book  Sei:e  the 
Moment:  "For  many  on  the  American  left  and  right,  the  knee-jerk  response  to  the  decline  of  the  Soviet  Union  as 
a  credible  superpower  is  to  withdraw  into  a  new  isolationism.  But  in  fact  American  leadership  will  be  indispensable 
in  the  coming  decades."  Secretary  of  State  Warren  Christopher  writes  m  the  current  issue  of  the  respected  quarterly 
Foreign  Policy:  "A  farsighted  commitment  to  U.S.  leadership  and  engagement  must  guide  our  foreign  policy  today. 
The  United  States  has  a  remarkable  opportunity  to  help  shape  a  world  conducive  to  American  interests  and  consistent 
with  Amencan  values."  Similarly,  Senate  Majority  Leader  Bob  Dole  wntes  in  the  same  issue;  "Retreat  from  the 
world  is  the  surest  way  to  invite  the  emergence  of  ..threats  [to  vital  American  interests]  in  the  fiiture.... America  must 
remain  firmly  engaged  in  the  worid.  If  we  do  not  protect  our  interests,  no  one  else  -  neither  other  countries  nor 
international  organizations  -  will  do  the  job  for  us."  And  as  you  yourself,  Mr.  Chairman,  have  stated  in  your 
February  28  address  to  the  World  Affairs  Council  of  Washington,  DC,  "Our  members  have  no  institutional  memones 
and  many  are  new  to  foreign  affairs  issues.  There  is  a  need  to  reach  out  and  educate  them  on  the  importance  of 
foreign  affairs  and  to  involve  them  on  these  issues."  In  the  same  speech,  Mr.  Chairman,  you  also  recognized  the 
importance  of  foreign  aid  as  a  tool  of  our  engagement  in  worid  affairs:  "As  Chairman  of  the  International  Relations 
Committee,  I  know  how  important  our  foreign  assistance  programs  are.   They  constitute  one  of  the  fundamental 
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expressions  of  the  American  commitment  to  woild  leadership."  You  also  stated:  "As  well  as  helping  to  create 
markets  and  trading  partners  for  American  companies,  foreign  aid  also  gives  the  U.S.  leverage  in  foreign  policy 
issues." 

The  latest  quadrennial  public  opinion  survey  conducted  by  Gallup  for  the  Chicago  Coimcil  on  Foreign 
Relations  (reported  in  the  current  issue  of  Foreign  Policy  as  well)  points  to  sohd  public  support  for  an  assertive 
foreign  policy.  65  percent  of  the  public  agree  that  "it  would  be  best  for  the  fiiture  of  the  country  if  we  take  an  active 
part  in  world  affairs."  An  astounding  98  percent  of  the  Chicago  Council's  leadership  sample  (Administration, 
Congress,  international  business,  the  media,  labor,  academic  and  religious  institutions,  private  foreign  policy 
organizations,  and  special  interest  groups)  also  agree  with  that  statement. 

The  Middle  East  is  particularly  high  on  America's  foreign  policy  agenda.  Among  "five  key  areas  that  offer 
significant  opportunities  to  advance  America's  interest  in  shaping  a  more  secure  and  prosperous  world,"  Secretary 
Christopher  lists,  in  his  Foreign  Policy  article,  "helping  foster  a  comprehensive  peace  in  the  Middle  East,"  as  well 
as  "combating  the  spread  of  weapons  of  mass  destruaion"  -  a  reference  that  certainly  includes  Iran  and  Iraq. 
Senator  Dole  includes  "preserving  access  to  natural  resources,  especially  in  the  energy  heartland  of  the  Persian  Gulf," 
among  six  "core  interests  of  America."  And  Rep.  Newt  Gingrich  stated  in  a  recent  interview  with  the  Israeli 
newspaper  Ha  'aretz  (Jan.  8);  "I  believe  that  these  two  challenges  ~  Islamic  totalitarianism  and  Iranian  dictatorship 
and  the  danger  of  nuclear  weapons  [in  Iraman  hands]  are  the  single  biggest  near-term  national  security  problem. 
I  put  that  at  the  top  of  the  hst;  it's  a  problem  that  the  United  States  should  be  working  to  solve."  In  his  book  Seize 
the  Moment.  President  Nixon  highlighted  the  potential  dangers  emanating  from  the  Middle  East;  "We  should  tackle 
the  immediate  problems  --  such  as  Persian  Gulf  security  and  the  Arab-Israeli  conflict  ~  that  threaten  to  trigger  fiirther 
bloodshed.  Unless  we  succeed  in  meeting  these  challenges,  the  cradle  of  civilization  could  become  its  grave."  You 
yourself,  Mr.  Chairman,  in  your  February  28  speech  to  the  Cosmos  Club  in  Washington,  said  that  "the  Middle 
East.. .will  come  high  on  our  list  of  priorities,"  and  that  "it  is  in  our  interest.. .to  support  the  peace  process  in  the 
Middle  East." 

According  to  the  Chicago  Council  survey,  82  percent  of  the  American  public  (and  90  percent  of  the 
leadership  sample)  view  "preventing  the  spread  of  nuclear  weapons"  as  a  "very  important  foreign  policy  goal  of  the 
United  States";  62  percent  of  the  public  (and  67  percent  of  the  leadership  sample)  regard  "securing  adequate  supplies 
of  energy"  as  an  important  goal  as  well.  A  new  public  opinion  survey,  conducted  last  month  by  the  Mellman  Group 
for  the  Israel  Policy  Forum,  finds  that  64  percent  (versus  only  13  percent)  of  all  Americans  believe  that  "peace 
between  Israel  and  the  Arabs  and  stabiUty  in  the  Middle  East  are...in  the  interest  of  the  United  States."  54  percent 
(versus  17  percent)  think  the  United  States  should  continue  its  "active  efforts  to  achieve  peace  agreements  between 
Israel  and  the  Arab  countries." 

Clearly,  then,  there  is  a  broad  consensus  in  the  U.S.  government.  Congress,  the  foreign  policy  establishment, 
and  the  American  public  at  large  that  securing  the  flow  of  oil  from  the  Persian  Gulf,  preventing  rogue  states  such 
as  Iran  and  Iraq  from  attaining  nuclear  weafwns,  and  achieving  Arab-Israeli  peace  are  important  American  interests. 
In  addition,  69  percent  of  the  pubUc  view  "international  terrorism"  -  a  phenomenon  largely  emanating  from  the 
Middle  East  -  as  a  "critical  threat"  to  vital  American  interests,  and  Number  Six  among  those  perceived  threats  is 
"possible  expansion  of  Islamic  fundamentalism"  (33  percent)  -  also  a  Middle  East  phenomenon. 

Among  the  countries  of  the  Middle  East,  Israel  holds  a  unique  place  in  the  hearts  and  minds  of  Americans. 
As  the  sole  democracy  in  the  region,  Israel  is  the  only  Middle  Eastern  country  toward  which  Americans  have  "a 
warm  feeling,"  according  to  the  Chicago  Council  survey  (Iran  and  Iraq  get  the  world's  lowest  "temperature"  ratings 
in  the  poll).  And  although  Israel  lacks  any  natural  resources,  64  percent  of  the  American  public  (and  86  percent  of 
the  leadership  sample)  believe  that  "the  U.S.  does  have  a  vital  interest  in  Israel."  As  President  Reagan  put  it  is  a 
September  6,  1984  address,  "We  who  are  friends  of  Israel  may  differ  over  tactics,  but  one  goal  remains  always 
unchanged:  Permanent  security  for  the  people  of  that  brave  state.  In  this  great  enterprise,  the  United  States  and 
Israel  stand  forever  united."    And  in  an  August  15,  1979  Washington  Post  article  Reagan  had  this  to  say  about 


108 


Israel's  strategic  value:  "The  fall  of  Iran  has  increased  Israel's  value  as  perhaps  the  only  remaining  strategic  asset 
in  the  region  on  which  the  United  States  can  rely. ...Israel's  strength  derives  from  the  reahty  that  her  affuiity  with 
the  West  is  not  dependent  on  the  survival  of  an  autocratic  or  capricious  ruler.  Israel  has  the  democratic  will,  national 
cohesion,  technological  capacity  and  military  fiber  to  stand  forth  as  America's  trusted  ally."  Nothing  has  happened 
dunng  the  last  sixteen  years  to  detract  from  the  validity  of  this  statement. 

Indeed,  Israel  has  proved  time  and  again  that  it  is  indispensable  for  upholding  vital  American  interests. 
Suffice  it  to  recall  that  through  much  of  the  Cold  War,  Israel  held  pro-Soviet  Arab  states  at  bay,  helping  to  constrain 
radicals  from  taking  over  vulnerable  oil-nch  Gulf;  that  Israel  destroyed  Iraq's  nuclear  reactor  in  1981,  severely' 
retarding  Iraq's  bomb  program  and  saving  American  soldiers  from  having  to  face  a  nuclear-armed  Iraq  in  Desert 
Storm  a  decade  later;  and  that  on  Araenca's  bicentennial,  Israel  rescued  the  Air  France  hostages  at  Entebbe,  Uganda, 
dealing  a  major  blow  to  international  terrorism. 

Israel's  value  to  the  United  States  has  increased  since  the  end  of  the  Cold  War.  Following  the  disappearance 
of  the  Soviet  Union,  the  Middle  East  has  emerged  as  an  area  simultaneously  holding  some  of  the  biggest  potential 
threats  to  U.S.  interests  and  some  of  the  biggest  potential  benefits  to  our  country; 

♦  The  threat  of  a  superpower  nuclear  holocaust  has  been  replaced  by  that  of  nuclear-armed  Iran  and  Iraq  - 
-  two  rogue  countries  that  have  sought  to  acquire  ..uclear  matenals,  perhaps  from  former  Soviet  republics  whose 
nuclear  stockpiles  are  no  longer  tightly  controlled  by  a  central  Soviet  government. 

♦  The  threat  of  Middle  East-originated  international  terrorism  for  the  first  time  reached  America's  shores 
when  the  Worid  Trade  Center  was  bombed  by  radical  Islamic  terrorists  in  1993. 

♦  The  threat  of  spreading  Islamic  radicalism  has  greatly  increased  during  the  last  three  years  with  Islamic 
extremists  murdering  thousands  of  civilians  in  Algeria  and  threatening  to  take  over  the  country;  murdering  foreign 
tourists  m  Egypt  in  an  effon  to  undermine  the  country's  fragile  economy;  and  terrorizing  Israelis  as  part  of  a 
campaign  to  destroy  the  peace  process. 

♦  Conversely,  the  relative  importance  of  Middle  Eastern  oil  has  been  ftirther  enhanced  by  the  steep  decline 
in  oil  production  in  the  former  Soviet  Umon,  whose  current  proven  reserves  will  only  last  for  another  20  years  at 
current  production  levels,  whereas  Middle  Eastern  oil  is  projected  to  last  for  another  75  years. 

As  our  sole  reliable,  democratic  ally  in  this  volatile  but  crucial  region,  Israel  is  uniquely  placed  to  help  the 
United  States  deal  with  its  threats  and  benefit  from  its  resources: 

♦  Israel  has  served  notice  that  it  would  consider  direct  action  if  a  nuclear  threat  begins  to  materialize  in 
Iran  or  Iraq.  The  detailed  bnefmg  Secretary  of  Defense  William  Perry  received  in  Israel  last  month  on  Iran's  nuclear 
capabilities  is  an  indication  of  Israel's  contnbution  to  U.S.  intelligence  on  this  dangerous  threat.  Furthermore,  since 
Israel  would  most  likely  be  the  fu^t  ~  although  not  the  only  -  target  of  Iraqi  or  Iranian  nuclear  aggression,  no 
country  in  the  world  has  as  strong  a  motivation  to  do  everything  possible  to  help  the  United  States  avert  that  danger. 

♦  Israeli  law-enforcement  authorities  are  working  closely  with  their  U.S.  counterparts  in  tracking  Middle 
Eastern  terrorism;  given  Israel's  location  and  environment,  the  information  the  Israelis  are  in  a  position  to  share  with 
the  United  States  on  this  threat  is  imnvaled. 

♦  Israel  is  at  the  forefi^ont  of  the  battle  against  the  spread  of  Islamic  radicalism.  Having  lost  over  120  lives 
last  year  to  terronsts  of  the  Hamas,  Islamic  Jihad,  and  Hezbollah  radical  Islamic  movements,  Israel  is  investmg  vast 
resources  m  fighting  this  scourge.  Israel's  intelligence  gathering  and  preventive  actions  need  to  match  the 
international  scope  and  connections  of  these  movements,  making  Israel  a  major  U.S.  partner  m  deahng  with  this 
threat. 
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♦  Finally,  Israel  continues  to  play  an  important  role  in  preventing  the  loss  of  Persian  Gulf  oil  fields  to 
Islamic  or  secular  radicals.  The  threats  faced  by  the  conservative  Arab  regimes  controlling  the  oil  fields  are  the  same 
as  those  that  Israel  has  been  facing  and  addressing  -  the  nuclearization  of  Iran  and  Iraq,  terrorism,  and  Islamic 
radicalism.  Israel's  above-mentioned  endeavors  in  the  battle  against  the  forces  of  extremism  are  instrumental  m  the 
preservation  of  regional  stability,  without  which  the  conservative  Arab  regimes  that  are  now  in  control  of  the  Gulf 
oil  fields  cannot  last. 

Indeed,  mamtaining  Middle  East  stability  is  the  key  to  our  future  success  both  ui  deahng  with  the  regional 
threats  and  in  securing  an  umnierrupted  flow  of  oil  from  the  Persian  Gulf  area.  Beyond  the  assets  and  activities 
hsted  above  which  Israel  has  made  available  toward  the  achievement  of  this  goal,  it  has  made  two  fundamental 
contributions  to  regional  stability:  Israel  has  served  as  America's  only  reliable,  democratic  ally  in  the  region;  and 
it  has  persistently  and  successfiilly  pursued  Arab-Israeli  peace. 

Israel  as  U.S.  Ally:  As  the  military  potential  of  the  radical  Middle  East  states  continues  to  expand,  our 
ability  to  count  on  our  most  enable  ally  in  the  region,  Israel,  is  becoming  increasingly  important,  allowmg  our 
resources  to  be  used  elsewhere.  And  should  American  mihtary  participation  become  necessary,  Israel  has  the  most 
competent  armed  forces  and  the  best  located  facilities  to  help  support  American  forces  that  may  have  to  operate  in 
the  eastern  Mediterranean,  the  Arabian  Peninsula,  North  Africa,  southern  Europe,  or  the  Suez  Canal.  And  Israel  is 
an  ally  whose  importance  will  grow  especially  as  it  moves  toward  peace  with  its  Arab  neighbors. 

Israel 's  Pursuit  of  Peace:  The  emerging  Arab-Israeli  peace  promises  enormous  benefits  -  political, 
economic,  and  strategic  ~  both  for  the  United  States  and  for  Israel. 

Since  the  end  of  World  War  n,  the  Middle  East  has  been  one  of  the  most  dangerous  flash  points  in  the 
world,  characterized  by  repeated  episodes  of  large-scale  warfare,  threats  of  escalation  to  involve  the  major  powers, 
disruption  of  international  shipping  and  commerce,  and  enormously  wastefixl  expenditures  on  arms  and  armies. 

Every  President  since  Harry  Truman  has  actively  pursued  the  elusive  goal  of  a  peaceful  end  to  the  Arab-Israeli 
conflict.  Now,  for  the  first  tune,  thanks  to  persistent  U.S.  policies  and  consistent  Congressional  support  for  Israel, 
there  is  a  possibility  that  the  core  issues  of  this  conflict  ~  the  most  important  major  dispute  in  the  region  ~  can  be 
peacefully  resolved. 

Two  major  factors  are  of  particular  importance  in  considering  U.S.  policies  toward  the  peace  process; 

♦  A  narrow  window  of  opportunity  has  opened  for  pursuing  Arab-Israeh  peace;  if  this  precious  opportunity 
is  not  seized  now,  that  window  is  hkely  to  close  again. 

♦  Israel  is  taking  major  security  risks  for  peace.  The  success  of  the  peace  process  heavily  depends  on 
sustained  U.S.  policies  and  actions  to  minimize  those  risks,  as  pledged  by  the  President  and  other  senior  U.S. 
officials. 

The  United  States  has  a  vital  interest  in  this  peace  process  in  the  Middle  East,  for  many  reasons: 

♦  Reducing  the  chance  of  another  Arab-Israeli  war,  one  that  could  risk: 

•  disruption  of  the  stability  of  the  entire  region,  which  could  endanger  important 
allies  and  trading  partners  of  the  United  States; 

•  escalation  of  conflict  to  a  point  that  forces  direct  U.S.  mihtary  involvement,  putting  U.S. 
lives  at  risk  and  generatmg  billions  of  dollars  in  direct  costs  to  U.S.  taxpayers; 
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•  interruption  in  the  supply  of,  and/or  substantial  increase  in  Mideast  oil  prices, 
with  potential  costs  to  the  United  States  of  tens  of  bilUons  of  dollars; 

•  disruption  of  the  global  economy; 

♦  Isolating  and  reducing  the  influence  of  radical  Middle  Eastern  coimtries  such  as  Iran,  Iraq,  and  Libya, 
thus  containing  some  of  the  most  dangerous  post-Cold  War  threats  to  American  seounty. 

♦  Bringing  stability  to  the  Middle  East,  and  helping  reduce  the  threat  of  terrorism  against  Americans  inside 
and  outside  the  United  States. 

♦  Expanding  Middle  Eastern  markets  for  U.S.  exports;  providing  new  opportunities  for  U.S.  investments; 
and  reducing  the  chance  of  international  crises  disruptive  to  American  commerce  and  jobs. 

♦  Encouraging  Arab  governments  to  reallocate  resources  from  military  to  civilian  needs;  such  reallocations 
would  help  improve  the  Arab  economies,  thus  undercutting  extremists  who  feed  on  poverty  and  threaten  U.S. 
regional  allies. 

Thus,  while  Israel  promotes  America's  strategic  interests  in  the  Middle  East  through  its  democratic  stabihty  and 
its  military  capability,  it  also  furthers  U.S.  interests  through  its  efforts  toward  creating  a  stable  and  peacefiii  Middle 
East. 

The  search  for  peace  has  made  real  -  indeed,  astounding  --  progress  since  1993.  It  is  easy  to  forget  how 
different  the  political  landscape  of  the  Middle  East  has  become  in  two  short  years,  and  how  quickly  what  was  once 
hardly  imaginable  has  become  merely  routine.  I  caimot  emphasize  enough  how  indispensable  the  U.S.  commitment 
to  Israel's  security,  as  reflected  in  the  FY  1994  and  FY  1995  budgets,  was  in  making  it  happen.  I  welcome  the 
Administration's  statement  in  its  FY  1996  Preliminary  International  Affairs  Budget:  "Recent  gains  must  be  secured 
by  continued  United  States  commitment  and  support  for  the  peace  process. ...The  commitment  of  this  Administration 
to  Israel's  security  is  strong  and  unshakable.  Our  assistance  is  intended  to  strengthen  a  free  and  democratic  Israel 
as  well  as  to  facilitate  a  negotiated  peace  and  stability  in  the  region."  This  has  fiilly  been  recognized  by  the 
Administration.  As  President  Clinton  told  the  Israeli  people  at  his  Knesset  speech  in  Jerusalem  last  October  27; 
"Now  that  you  are  taking  risks  for  peace,  our  role  is  to  help  you  to  minimize  the  risks  of  peace.  I  am  committed 
to  working  with  our  Congress  to  maintain  the  current  levels  of  military  and  economic  assistance."  I  particularly 
welcomed  Secretary  of  State  Christopher's  statement  before  this  Committee  on  February  24, 1994;  "Israel's  security 
is  extremely  important  to  us.  It  has  the  highest  priority  and,  I  think,  particularly  as  Israel  takes  risks  for  peace,  the 
United  States  needs  to  respond  in  a  way  to  give  reassurance  by  our  aid  levels." 

I  am  gratified  that  the  President  indeed  has  requested  that  the  current  aid  level  remain  unchanged  into  the 
next  fiscal  year;  and  I  am  deUghted  that  support  for  aid  to  Israel  to  bolster  the  peace  process  enjoys  fUll  bipartisan 
support.  As  stated  in  a  May  4,  1994  letter  to  Prime  Minister  Rabin  -  coauthored  by  Senators  Robert  Dole  and 
George  Mitchell  and  signed  by  92  Senators:  "As  you  work  for  peace  and  reconciliation,  please  know  that  we  will 
continue  to  do  our  best  to  provide  Israel  with  the  economic  and  defense  assistance  it  needs,  because  we  believe  a 
just  and  lasting  peace  can  only  succeed  if  Israel  is  strong  and  secure."  I  beUeve  that  1995  may  see  even  greater 
progress  than  last  year  in  the  quest  for  Arab-Israeli  peace.  And  the  continued  U.S.  commitment  to  Israel's  security 
as  reflected  in  the  FY  1996  budget  will  be  vital  to  moving  the  peace  process  along. 

Another  positive  development  since  we  last  testified  has  been  the  continuing  improvement  in  the  U.S.-Israel 
relationship.  Tested  by  a  number  of  severe  crises,  the  relationship  between  the  U.S.  Administration  and  the  Israeli 
Government  has  been  solid  and  close  since  its  inception.  The  Administration's  consistent  poUcy  of  coordinating  its 
positions  on  vital  Middle  Eastern  issues  with  the  Israeli  Government  has  proven  successfiil.  The  more  Arab 
negotiating  parties  are  convinced  that  the  United  States  cannot  be  decoupled  from  Israel,  the  more  Ukely  they  are 
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to  negotiate  with  Israel  senously,  rather  than  wait  for  Washington  to  "dehver"  Israel  through  pressure  for  unilateral 
concessions. 

These  positive  changes  were  niade  possible  largely  through  America's  leadership.  The  destruction  of  Iraq's 
oflfensive  military  capability  as  a  result  of  the  Gulf  war  has  bolstered  the  security  of  the  region,  and  the  subsequent 
peace  process  has  reduced  regional  tensions.  But  Israel  cannot  afford  to  relax  its  defenses.  Not  only  does  Iraq,  which 
is  striving  to  replenish  its  arsenal  over  the  next  few  years,  remain  a  long-term  threat,  but  Iran  has  embarked  on  a 
massive  rearmament  program,  mcluding  the  development  of  nuclear  weapons,  and  the  Synan  miUtary  has  emerged 
as  an  even  more  dangerous  foe  than  it  was  prior  to  the  Gulf  crisis.  Even  while  participating  in  the  peace  process, 
Damascus  has  invested  its  $3  billion  Gulf  windfall  in  massive  arms  purchases  from  Russia  and  other  Eastern 
European  countries.  Furthermore,  Syria  has  taken  delivery  of  sophisticated  Scud-C  missiles  from  North  Korea,  which 
can  reach  any  point  in  Israel.   To  counter  these  threats,  Israel  will  need  continued  U.S.  aid. 

I  want  to  thank  the  members  of  this  Committee  for  the  consistent,  strong  support  they  have  provided  in 
legislating  that  aid  package  throughout  the  years.  Aid  to  Israel  has  been  one  of  America's  most  effective  foreign 
assistance  programs,  helping  to  bring  economic  and  mihtary  stability  to  Israel  and  to  achieve  the  extraordinary 
progress  we  have  seen  in  the  peace  process  to  date. 

Indeed,  the  absolute  amount  of  our  aid  to  Israel  is  substantial.  But  it  is  comparatively  one  of  the  most  cost- 
effective  investments  that  the  United  States  makes  in  support  of  its  international  interests.  U.S.  expenditures  in 
support  of  our  European  allies  in  NATO,  for  example,  are  still  many  times  the  size  of  our  aid  to  Israel,  which  is 
doubtless  the  most  visibly  pro-U.S.  country  in  the  world.  And  we  get  a  good  return  on  our  money  to  Israel.  As 
President  Clinton  stated  just  prior  to  his  election:  "I  support  the  current  levels  of  military  and  economic  assistance 
to  Israel...  This  vital  aid  encourages  long-term  stability  in  the  region."  Elaboratmg  on  this  same  point,  the  Pentagon's 
Principal  Deputy  Assistant  Secretary  for  International  Security  Affairs,  Fred  Smith,  stated  before  the  House  Foreign 
Affairs  Europe  and  the  Middle  East  Subcommittee  on  April  13,  1994:  "The  U.S.  commitment  to  Israel's  secunty 
has  long  been  the  cornerstone  of  our  policy  in  the  Middle  East.  Our  primary  interest  hes  in  secunng  a  just  and 
comprehensive  peace  between  Israel  and  its  Arab  neighbors,  which  in  turn  will  lead  to  increased  security  and  stability 
in  the  eastern  Mediterranean  and  Middle  East.  Israel's  security  must  not  be  in  doubt,  if  it  is  to  feel  confident  to 
engage  in  bilateral  and  multilateral  peace  efforts."  And,  on  the  next  day.  Secretary  of  State  Warren  Christopher 
stated:  "I  want  to  make  it  unmistakably  clear  that  the  United  States  will  continue  to  stand  with  Israel....  For  more 
than  four  decades,  the  United  States  has  stood  with  Israel,  because  it  reflects  our  ideals  and  because  it  reinforces  our 
interests....  Working  together  as  parmers  and  as  alLes  and  friends,  we'll  continue  our  search  for  peace  and  security 
until  we've  achieved  all  of  our  objectives." 

The  U.S. -Israel  relationship  has  been  coopwrative  in  the  tmest,  bipartisan  sense  of  the  word:  In  response  to 
a  question  submitted  for  the  record  during  his  Senate  confirmation  hearings,  former  Secretary  of  Defense  Les  Aspin 
wrote:  "I  feel  confident  that  this  Administration  will  continue  to  value  the  important  strategic  relationship  between 
the  United  States  and  Israel  and  look  for  ways  to  strengthen  this  relationship  in  the  future."  Just  after  the  Gulf  war, 
then-Secretary  of  Defense  Cheney  said  that  the  crisis  "has  been  a  demonstration  of  the  value  of  maintaining  Israel's 
strength,  and  her  ability  to  defend  herself,  and  also  the  value  of  the  strategic  cooperation  between  our  two  countries." 
And  last  year.  Secretary  of  Defense  William  Perry  stated  that  the  U.S.  strategic  relationship  with  Israel  is  "as  strong 
as  it  has  ever  been"  and  "is  going  to  deepen.. .in  the  future." 

Mr.  Chairman,  the  annual  $3  billion  aid  to  Israel  has  come  to  symbolize  the  immutabiUty  of  the  U.S.-Israel 
alliance.   It  has  signaled  to  Israelis  and  Arabs  alike  that  the  relationship  is  rock-solid. 

The  constancy  of  the  U.S.-Israel  relationship  is  indispensable  for  the  peace  process.  On  the  one  hand,  while 
Israel  is  of  course  engaged  in  the  process  for  its  own  sake,  it  can  only  take  risks  for  peace  if  it  is  confident  of 
unwavering  U.S.  backing  and  assistance  for  its  security.  On  the  other  hand,  only  an  unshakable  U.S.-Israel  Unk  can 
persuade  the  Arabs  that  the  United  States  will  neither  "deliver"  Israel  nor  allow  them  to  attack  it,  thereby  leaving 
the  Arabs  no  other  option  but  to  engage  in  serious  negotiations. 
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Any  change  in  the  $3  bilhon  aid  package  to  Israel  has  the  potential  to  seriously  endanger  the  peace  process. 
It  would  demonstrate  to  the  Israeli  public  ~  without  whose  suppwrt  no  Israeli  concessions  are  possible  -  that  for  all 
its  generous  peace  proposals  and  success  in  restoring  good  personal  ties  with  Washington,  the  current  Israeli 
Government  is  unable  to  preserve  the  U.S.  aid  level  which  had  previously  been  maintained  for  seven  years  in  a  row. 
That  would  be  particularly  harmfiil  to  the  present  government,  which  has  already  been  exposed  to  severe  domestic 
challenges  because  of  its  forward-looking  peace  policies  and  continued  Palestiman  terrorism. 

Concomitantly,  even  a  small  change  in  aid  to  Israel  would  be  perceived  by  Arab  parties  as  a  signal  that  the 
U.S.-Israel  bond  is  eroding.  Such  a  perception  would  encourage  them  to  believe  that  Washington  might  be  amenable 
to  Arab  demands  that  the  U.S.  press  Israel  to  make  unilateral  concessions.  This  would  reduce  their  incentive  to 
negotiate  senously  with  the  Israelis. 

A  recent  survey,  conducted  by  an  American  University  of  Beirut  professor  among  Syrians,  Palestinians,  and 
Lebanese  Muslims  and  reported  in  the  Wall  Street  Journal  last  year,  has  found  that  more  than  90  percent  of  those 
who  si^jport  peace  say  they  would  cease  to  support  it  if  Israel  were  weakened  in  the  future. 

A  change  would  also  erode  Israel's  qualitative  military  edge,  without  which  the  Israelis  caimot  seriously 
consider  taking  risks  for  peace.  It  would,  for  instance,  make  it  more  difficult  for  Israel  to  pay  approximately  $2 
billion  for  the  21  advanced  F-ISI  jet  fighters  it  has  decided  to  procure  in  order  to  deal  with  the  potential  threats  of 
the  21st  century.  At  a  time  of  economic  challenge  and  deep  cuts  m  its  defense  budget.  Israel  needs  to  develop  an 
answer  to  the  emerging  threat  of  Iranian  and  Synan  missiles  equipped  with  imconventional  warheads,  in  addition 
to  constantly  upgrading  its  defenses  against  a  conventional  attack  by  rapidly  growing  Arab  armies.  Even  with  the 
fiill  U.S.  aid  package,  Israel  will  fmd  the  preservation  of  its  security  a  daunting  challenge. 

Mr.  Chairman,  the  deep,  broad-based  partnership  between  the  United  States  and  Israel  continues  to  flourish. 
The  democratic  elections  in  Israel,  which  led  to  the  peacefiil  transfer  of  power  from  the  governing  party  to  its  most 
bitter  rival  -  an  occurrence  unknown  in  the  Arab  world  -  served  to  remind  us  of  the  extent  to  which  the  Israelis 
share  our  most  fimdamental  values.  A  new  era  is  dawning  that  holds  great  promise  for  both  countries,  and  bodes 
well  for  the  future  of  U.S.-Israel  relations.  For  the  first  tune  in  over  four  decades,  there  is  real  promise  in  a 
negotiating  process  which  could  bring  an  end  to  the  state  of  war  that  has  existed  between  Israel  and  its  Arab 
neighbors.  The  United  States  was  instnunental  in  creating  the  process  and  will  be  instrumental  in  its  ultimate 
success.  As  Israel  takes  risks  inherent  in  any  such  negotiation,  it  is  imperative  that  the  United  States  remain  steadfast 
in  its  support  for  the  Jewish  state.  This  Committee,  by  voting  for  $3  billion  in  miUtary  and  economic  assistance  to 
Israel  in  FY  1996,  will  be  helping  to  ensure  that  steadfastness  and  strength  which  have  always  worked  to  the  benefit 
of  both  countries.  And  it  will  respond  to  the  support  for  Israel  expressed  by  most  Americans  in  every  public  opinion 
poll  since  1948. 

My  testimony  is  divided  into  two  parts:  First,  I  will  share  our  views  in  greater  detail  on  Israel's  value  to 
the  United  States  as  an  ally,  and  then  I  will  discuss  Israel's  need  for  U.S.  assistance.  Of  course,  Israel's  value  and 
needs  are  closely  intertwined. 

I.  ISRAEL'S  VALUE  TO  THE  UNITED  STATES 

Israel  is  one  of  America 's  most  important  international  partners.  A  fellow  democracy,  it  lives  in  a  region 
populated  by  authoritarian  and  extremist  regimes.  It  is  also  our  most  powerful  and  reliable  ally  in  a  vital  but  unstable 
area  of  the  world.  Israel  has  taken  serious  risks  in  its  quest  for  peace  with  its  neighbors,  whose  achievement  would 
be  immensely  beneficial  to  the  United  States  as  well.  Furthermore,  Israel  is  a  significant  economic  and  technological 
partner  of  America,  creating  jobs  here  at  home  by  importing  American  goods  worth  billions  of  doUais,  and  raising 
our  worldwide  competitiveness  by  sharing  new  technologies  with  U.S.  companies. 
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Israel's  extraordinary  friendship  to  the  Umted  States  is  demonstrated  particularly  well  in  the  Uruied  Nations. 
In  1994,  Israel  voted  with  the  United  States  on  95.2  percent  of  the  General  Assembly  resolutions  introduced  in  the 
49th  session,  the  highest  rate  of  any  nation.  In  fact,  Israel's  voting  record  exceeded  the  support  of  all  Amenca's 
alhes,  including  NATO  members.  This  contrasts  with  45.7  percent  for  Kuwait,  41.8  percent  for  Saudi  Arabia,  and 
even  lower  rates  for  the  other  Arab  countnes. 


Strategic  Partnership 

While  threats  to  America's  interests  have  diminished  in  other  parts  of  the  world  following  the  demise  of 
the  Soviet  Union  and  the  end  of  the  Cold  War,  the  Middle  East  remains  a  high-threat  area  according  to  ranking  U.S. 
officials.  Rogue  states  like  Iraq,  Iran,  and  Libya,  are  now  so  heavily  armed  and  are  acquiring  weapons  of  mass 
destruction  so  rapidly  that  they  pose  a  greater  threat  today  than  they  did  a  decade  ago.  The  rapid  deployment  of  U.S. 
forces  to  block  the  Iraqi  buildup  in  October  1994,  as  well  as  the  involvement  of  American  military  units  in  the 
former  Yugoslavia  and  Somalia,  indicate  that  the  Umted  States  continues  to  have  vital  interests  and  needs  to  play 
an  active  security  rote  in  the  Middle  East  and  surrounding  areas. 

The  United  States  and  Israel  view  bilateral  strategic  cooperation  as  an  mtegral  part  of  the  overall 
relationship.  Israel  contmues  to  provide  the  U.S.  with  a  range  of  defense  technologies  and  mihtary  services,  while 
the  Clinton  Administration  has  taken  a  number  of  important  steps  to  uphold  Israel's  qualitative  edge.  For  example, 
in  an  October  1994  letter  to  Senator  Joe  Lieberman,  Secretary  of  Defense  William  Perry  declared:  "During  this 
critical  stage  of  the  peace  process,  it  is  essential  that  the  U.S.  continues  to  make  clear  its  strong  strategic  relationship 
with  Israel."   He  also  noted  the  "extensive  military  cooperation"  between  the  two  allies. 

As  the  military  potential  of  the  radical  Middle  East  states  continues  to  expand,  our  ability  to  count  on  our 
most  capable  ally  in  the  region,  Israel,  is  becoming  increasingly  important,  allowing  our  resources  to  be  used 
elsewhere.  And  should  Amencan  military  participation  become  necessary.  Israel  has  the  most  competent  armed 
forces  and  the  best  located  facilities  to  help  support  American  forces  that  may  have  to  operate  in  the  eastern 
Mediterranean,  the  Arabian  Peninsula,  North  Africa,  southern  Europe,  or  the  Suez  Canal. 

In  an  era  of  scarce  resources,  it  makes  sense  to  deploy  and  preposition  American  assets  at  such  a  key 
jimcture  between  f)otential  theaters  of  operation.  The  cu'curastances  which  allowed  a  six-month  buildup  of  forces 
in  Saudi  Arabia  during  Desert  Shield  may  not  be  repeated  in  a  future  Gulf  crisis.  As  the  former  commander  of  the 
U.S.  Central  Command  has  indicated,  "We  know  it  will  be  very  unhkely  that  we  could  replicate  Operations  Desert 
Storm  and  Desert  Shield  in  the  fiiture...[and  we]  learned  during  the  last  conflict  that  prepositiomng  is  key  to  our 
abihty  \o  respond."  The  Saudis  have  continued  to  reject  prepositioning  of  hardware  for  U.S.  ground  forces  on  their 
soil,  while  Israel  has  welcomed  it.  Clearly,  Israel  is  a  key  U.S.  ally  in  the  Middle  East  and  an  ally  whose  importance 
will  grow  especially  as  it  moves  toward  peace  with  its  Arab  neighbors.  As  Secretary  of  State  Christopher  declared 
at  his  confirmation  hearing  in  January  1993  while  discussing  the  Middle  East,  "Our  democracy-centered  policy 
underscores  our  special  relationship  with  Israel,  the  region's  only  democracy,  with  whom  we  are  committed  to 
maintain  a  strong  and  vibrant  strategic  relationship."  Defense  Secretary  William  Perry  told  the  American  Jewish 
Committee  that  "...the  strategic  relationship  with  Israel. ..is  as  strong  as  it  has  ever  been.. .the  strategic  relationship 
is  going  to  deepen." 

The  Regional  Threat  Has  Not  Diminished: 

An  "arc  of  crisis"  extends  from  Morocco  to  Pakistan.  Rogue  states  continue  to  threaten  U.S.  interests;  other 
nations  in  the  region  may  follow  suit. 

♦  The  radical  Mideast  states  have  amassed  vast  quantities  of  powerful  conventional  and  imconventional 
weapons.  Several  possess  ballistic  missiles,  chemical  and  biological  weapons,  and  are  actively  pursuing  nuclear 
weapons  capabilities.   Iran  has  pubUcly  armounced  its  intention  to  become  a  nuclear  power. 
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♦  Nearly  three-quaners  of  the  world's  proven  oil  reserves  are  located  within  the  "arc  of  crisis."  The  rapidly 
growing  U.S.  dependence  on  Arab  oil  imports  (currently  $60  billion)  is  responsible  for  a  large  share  of  the  U.S.  trade 
deficit  (by  comparison,  the  trade  imbalance  with  Japan  is  $40  billion).  Should  more  Islamic  states  be  radicalized 
at  a  time  of  growing  Western  dependence  on  their  petroleum,  the  "oil  weapon"  could  once  again  be  used  with  a 
potentially  serious  impact  on  the  U.S.  economy. 

♦  Although  many  Islamic  regimes  are  currently  moderate  and  friendly  to  the  United  States,  no  Islamic 
nation  is  immune  to  radicalization.  Islamic  extremists  continue  to  wage  a  campaign  of  terrorism  against  Egypt's 
secular  government.  Sudan  has  already  joined  Iran  as  a  radical  Islamic  state  harboring  terrorist  groups,  and  Algeria's 
struggle  against  radical  Islam  is  by  no  means  over.  In  fact,  all  Arab  countries  are  threatened  by  powerful  radical 
Islamic  forces. 

♦  Radical  Islam  harbors  implacable  hostility  toward  the  West  and  toward  democracy  and  other  basic 
"Western  values.  It  profoundly  resents  the  Western  "infidels'"  military  and  material  success,  which  it  views  as 
contrary  to  Islam's  teachings.  As  the  West's  undisputed  military  and  political  leader,  the  United  States  is  regarded 
by  Islamic  radicals  as  the  "Great  Satan,"  their  most  hateful  and  dangerous  enemy  on  earth.  Indeed,  the  World  Trade 
Center  explosion  and  the  plot  to  blow  up  vital  facilities  in  New  York  demonstrated  the  Islamic  radicals' 
determination  to  hurt  America  on  its  own  soil. 

♦  Militant  Arab  nationalism,  embodied  by  Moammar  Qaddafi's  Libya  and  Saddam  Hussein's  Iraq,  shares 
radical  Islam's  hostiUty  toward  the  U.S. -dominated  West.  Although  the  appeal  of  Arab  nationalism  has  waned,  its 
anti- Western  message  remams  a  potent  force  throughout  the  Arab  world  and  can  be  mobilized  even  in  currently  pro- 
Western  Arab  countries. 

Israel  Can  Help  Contain  the  New  Strategic  Threat: 

As  U.S.  defense  budgets  and  armed  forces  continue  to  shnnk,  making  use  of  our  allies'  military  capabilities 
becomes  an  increasingly  important  element  of  our  national  defense.  As  a  solid  Western  democracy  located  in  the 
midst  of  the  unstable  and  dangerous  "arc  of  cnsis,"  Israel  is  ideally  positioned  to  help  the  U.S.  face  the  new,  post- 
Cold  War  strategic  threats  and  problems  facmg  the  region:  weapons  of  mass  destruaion,  terrorism,  radical  Islam, 
the  spread  of  advanced  conventional  arms,  the  drug  trade,  and  the  limited  U.S.  power-projection  assets. 

♦  By  destroying  Iraq's  nuclear  reactor  and  rescuing  the  Western  hostages  in  Entebbe,  Israel  has 
demonstrated  its  "long  reach"  and  its  willingness  to  act  to  advance  Israeli  -and  Western  -  interests.  It  serves  U.S. 
strategic  interests  further  to  enhance  this  capabiUty  through  military  aid  and  strategic  cooperation  programs  with 
Israel. 

♦  Israel  is  the  only  nation  in  the  region  permanently  immune  to  Arab  nationalist  or  radical  Islamic  takeover. 
As  a  Western  democracy  steeped  in  Western  values,  Israel  is  not  only  friendly  to  the  West  but  an  integral  part  of 
it.  U.S.  strategic  agreements  with  authoritarian  Arab  regimes  often  do  not  have  popular  suppon  in  Arab  countries, 
and  are  therefore  effective  only  as  long  as  a  particular  ruling  elite  remains  in  power  and  considers  the  U.S.  to  serve 
its  interests.  In  contrast,  the  four-decade-old  U.S.-Israel  alliance  is  si^tported  by  the  pec^le  of  Israel  and  all  its  major 
political  parties.  Such  depth  of  suppon  is  a  prerequisite  for  a  reUable  and  durable  alliance,  and  is  the  reason  that 
alliances  with  democracies  are  more  deeply  rooted  than  alliances  with  autocracies  and  tyrannies. 

♦  Building  alhances  with  conservative  Arab  regimes  is  a  temporary  and  uncertain  solution.  The  staunchly 
pro- Western  monarchies  of  Iraq,  Libya,  and  Iran  were  all  toppled  and  replaced  by  virulently  anti-Western  regimes. 
The  surviving  pro- Western  Arab  governments,  as  well  as  Turkey  and  Pakistan,  are  vulnerable  to  radical  Islamic 
pressures,  and  most  could  be  overthrown;  the  U.S.  can  only  help  these  fragile  governments  deal  with  external 
aggression,  not  with  internal  threats. 
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♦  Israel  has  been  a  primary  target  of  Arab  military  action.  It  has  therefore  traditionally  focused  its 
renowned  intelligence  apparatus  on  the  radical  states  of  the  Middle  East,  toward  which  U.S.  intelligence  has  not 
traditionally  been  focused.  Israel's  experience  and  knowledge  can  fill  gaps  left  by  our  high-tech  intelligence- 
gathenng  systems. 

♦  Israel's  knowledge  of  Islamic  cultures,  societies,  language  and  behavior  will  continue  to  benefit  the  U.S. 
in  dealing  with  the  "arc  of  crisis."  This  was  proven  in  1978,  when  Israeli  intelligence  provided  the  CIA  with 
assessments  predicting  upheaval  in  Iran  as  well  as  just  before  the  Gulf  war,  when  the  U.S.  came  to  Israel  for 
intelligence  on  Iraq.  Daily  telephone  conversations  between  then-Secretary  of  Defense  Cheney  and  then-Defense 
Minister  Arens  dunng  Desert  Storm  were  a  well-known  Washington  secret. 

♦  Israel  is  a  leader  in  developing  cost-effective  mtelbgence  gathering  technology.  Israeli  technology  in 
intelhgence  gathering  systems,  for  which  Israel  assumed  the  development  costs,  has  been  shared  with  several  U.S. 
companies. 

♦  Intelligence  cooperation  with  Israel  played  an  important  role  during  the  Gulf  war.  In  addition  to  raw 
Israeli  intelligence  on  Iraq  provided  to  the  United  States,  Israeh  intelligence-gathering  technology  was  also  used. 
Israeli-developed  remote  controlled.  Unmanned  Aenal  Vehicles  (UAVs)  which  have  the  abihty  to  gather  "real-time" 
information  were  used  extensively  by  U.S.  forces  in  the  Gulf  war.  This  not  only  helped  the  Allied  forces  gather 
intelhgence,  but  also  helped  save  the  hves  of  American  air  crews  who  would  have  otherwise  had  to  risk  their  lives 
to  do  the  same  job  as  the  UAVs. 

♦  U.S. -Israeh  cooperation  against  terrorism  can  help  reduce  the  mutual  threat.  Washington  and  Jerusalem 
signed  a  Memorandum  of  Understanding  on  counter-terrorism  in  1994~the  first  with  any  U.S.  ally-which  detailed 
plans  for  bilateral  technological  cooperation  in  developing  advanced  systems  to  fight  the  terrorist  threat  both  countries 
face.  The  United  States,  Egypt,  and  Israel  have  also  imtiated  cooperation  in  fighting  Islamic  extremism  through 
private  consultations  and  visits. 

♦  Israel's  successful  action  against  Iraq's  nuclear  reactor  has  been  enormously  beneficial  to  the  United 
States.  As  President  Chnton  said  in  a  November  1992  interview,  "If  Israel  had  not  conducted  a  siu^gical  strike  on 
Iraq's  nuclear  reactor,  our  forces  might  well  have  confi'onted  a  Saddam  with  nuclear  weapons  ten  years  later."  U.S.- 
IsraeU  cooperation  on  this  issue  is  critical  for  halting  the  dangerous  proliferation  of  nuclear  weapons  to  the  region's 
radical  regimes. 

♦  The  quality  of  Israeli  facilities  and  mihtary  manfwwer  is  unsurpassed  for  prepositioning  U.S.  matenel, 
mamtenance  assistance,  realistic  training,  and  joint  exercises  with  U.S.  armed  forces.  These  programs  are  vital  for 
a  direct  U.S.  role  if  required  in  a  fiiture  conflict. 

♦  The  United  States  could,  in  the  future,  find  itself  in  conflict  with  Iraq,  Iran,  or  Libya.  In  many  of  these 
scenarios,  mihtary  coordination  with  Israel,  possibly  even  including  the  use  of  facilities  or  equipment  in  Israel,  could 
contribute  to  the  success  of  the  U.S.  armed  forces,  while  reducing  U.S.  casualties  and  other  costs  of  war.  Moderate 
Arab  regimes  may  tacitly  accept  such  an  Israeli  role,  particularly  if  the  peace  process  expands. 

♦  Israel  has  the  most  powerful  air  force  and  navy  in  its  theater.  Its  own  military  technology  and  qualitative 
advances  can  contribute  importantly  to  American  capabilities  in  this  region  and  beyond. 

♦  Israel  and  the  United  States  are  the  world  leaders  in  developing  defenses  against  new  weapons  systems, 
such  as  balhstic  missiles.   Current  joint  U.S.-Israeli  efTorts  in  this  area  can  enhance  deterrent  capabilities. 

♦  Israel,  which  has  been  actively  making  contacts  with  the  former  Soviet  Islamic  repubUcs,  can  play  an 
important  role  in  helping  the  United  States  and  other  interested  panics  counter  Iran's  efforts  to  draw  those  republics 
into  Its  orbit. 
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«  Israel  contributed  30  peacekeepers  in  October  to  the  U.S.-led  mission  in  Haiti. 

Israel  ofTeis  five  special  advantages  to  help  meet  U.S.  needs: 

First,  while  the  United  States  enjoys  overall  technological  superiority,  Israeli  firms  have  specialized  in  gap- 
filling  innovations  that  often  begin  where  operational  experience  indicates  that  American  designs  leave  off. 

Second,  Israel  has  developed,  of  necessity,  a  quick  reaction  c^abUity  to  meet  new  technological  threats  on 
short  lead-times,  and  Israeh  innovations  are  often  available  off-the-shelf  years  before  corresponding  products  from 
other  manufacturers  come  on  line. 

Third,  Israeli  products  are  often  battle-proven,  and  tend  to  be  more  realistic  and  practical  than  designs  from 
other  producers  who  are  more  often  guided  by  studies  and  analyses  than  by  combat  experience.  Indeed,  the  very 
scientists  and  engineers  who  produce  Israeli  weapons  often  have  had  recent  battlefield  experience. 

Fourth,  Israeli  iimovations  are  designed  to  counter  both  Soviet  and  Western  weapon  systems,  while  those 
of  other  Western  producers  generally  are  not  designed  to  meet  the  threats  from  Western  systems  that  are  increasingly 
faced  by  the  U.S.  armed  forces  outside  Europe. 

Finally,  Israeli  maintenance  and  repair  facilities  are  located  closer  to  the  theaters  where  U.S.  forces  are 
deployed  than  many  of  the  facilities  on  which  we  now  rely.  Their  increased  use  could  help  improve  U.S.  readiness 
rates  and  reduce  costs. 

Israeli  military  technologies  were  used  during  the  Gulf  War: 

Many  are  unaware  that  Israel  played  a  significant  role  in  helping  our  troops  conduct  the  Gulf  war  by 
providing  our  mihtary  with  a  variety  of  unique  defense  systems,  without  which  additional  U.S.  lives  might  have  been 
lost. 

«    Israel  recommended  software  changes  which  improved  the  effectiveness  of  the  Patriot  missile  system. 

♦  U.S.  forces  had  available  IsraeU-developed  HAVE  NAP  air-to-ground  missiles,  which  could  be  launched 
from  B-52  bombers. 

♦  Mobile  towed-assault  bridges  provided  by  Israel  Military  Industries  were  deployed  by  the  U.S.  Army  and 
Marine  Corps. 

♦  Israeli  Aircraft  Industries  developed  conformal  fliel  tanks  for  the  F- 15  fighter  that  were  used  widely  in 
long-range  missions. 

«  The  United  States  has  implemented  a  variety  of  Israeli  modifications  to  the  F- 1 6  aircraft  fleet,  including 
structural  enhancements,  software  changes,  landing  gear,  radio  improvements  and  avionic  modifications. 

♦  An  Israeli-produced  helicopter  night-targeting  system,  the  CLNAS,  was  used  to  increase  the  U.S.  Cobra 
attack  heUcopter's  night-fighting  capabilities. 

♦  Israel  produced  significant  components  of  the  highly  successfiil  Tomahawk  cruise  missile. 
Continuing  MUitary  Technology  Transfers  to  the  U.S.: 

♦  The  U.S.  armed  forces  continue  to  widely  test  and  procure  Israeh  defense  systems.  As  the  Pentagon's 
R&D  budget  continues  to  shrink  in  coming  years,  buying  proven  high-tech  Israeli  systems  "off  the  sheir  will  become 
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increasingly  attractive.  Indeed,  a  Pentagon  study  argued  that  "combining  resources  with  those  of  our  allies  through 
effective  cooperation  will  not  only  enhance  our  ability  to  achieve  technological  advancements,  but  should  do  so  at 
a  reduced  cost."  The  Pentagon  identified  21  technologies  cntical  to  the  U.S.  defense  base,  and  identified  Israel  as 
havmg  specific  capabilities  in  13  of  them.  Israel  specializes  in  a  variety  of  technologies  critical  to  the  U.S.  defense 
mdustnal  base. 

♦  Procurement  contracts  with  Israeli  defense  technology  firms  can  save  the  United  States  millions  of  dollars 
in  development  costs,  with  some  projects  emerging  as  large  programs  for  U.S.  and  Israeh  industry. 

While  much  of  the  miUtary  technological  cooperation  between  the  United  States  and  Israel  is  classified, 
many  areas  of  cooperation  on  crucial  fiiture  defense  systems  are  public: 

♦  The  United  States  and  Israel  are  working  together  to  develop  the  Arrow,  one  of  the  world's  most 
advanced  Anti-Tactical  Ballistic  Missile  (ATBM)  systems,  to  shoot  down  baUistic  missiles.  The  two  allies  are  about 
to  embark  on  a  third  phase  of  the  Arrow  program.  In  June  1994,  an  Arrow-I  missile,  in  a  successfiil  test  off  Israel's 
coast,  fiilly  destroyed  an  incoming  Scud-type  target.  The  Arrow  Continuation  Experiments  (ACES)  phase  of  the  jomt 
U.S. -Israel  project  will  continue  in  1995  with  the  first  launch  of  the  improved  Arrow-2  interceptor.  President  Chnton 
has  staled  that  the  United  States  would  contmue  to  support  the  Arrow  program  and  Amencan  officials  continue  to 
cite  the  value  of  Arrow-related  technologies  to  U.S.  missile  defense  efforts.  Recent  tests  have  been  valuable  in 
providing  data  for  the  ongoing  development  of  the  system.  The  director  of  the  Balhstic  Missile  Defense  Organization 
has  enthusiastically  endorsed  the  Arrow  program  in  Congressional  testimony,  outlining  the  areas  in  which  it  is 
assisting  U.S.  ballistic  missile  defense  projects. 

♦  The  United  States  and  Israel  have  been  studying  "boost-phase  intercept"  technology.  This  concept 
envisions  the  early  detection  and  destruction  of  hostile  balhstic  missiles  shortly  after  launch,  when  they  are  most 
vulnerable  and  still  over  enemy  territory. 

♦  The  Defense  Department  is  procuring  Hunter  UAVs  (reconnaissance  drones)  produced  by  a  joint  U.S.- 
Israeh  partnership  for  use  by  the  Army  and  U.S.  Marine  Corps.  Israel-designed  Pioneer  unmanned  aircraft  proved 
themselves  in  the  Gulf  war  and  have  been  praised  for  their  performance  over  war-torn  Bosnia  in  support  of  Operation 
Deny  Fhght,  and  were  also  used  in  Operation  Continue  Hope  In  Somalia.  They  are  considered  a  vital  component 
of  future  defense  systems. 

♦  Israel's  AGM-142  HAVE  NAP  missile  (a  highly  accurate  standoff  attack  weapon)  is  now  being  used  by 
the  U.S.  Air  Force  to  enhance  the  United  States'  aging  fleet  of  B-52  bombers  for  conventional  missions. 

Other  areas  of  technological  mihtary  cooperation  include:  ship-to-ship  missiles,  night-targeting  systems! 
air-to-air  missiles,  electronic  naval  decoys,  and  submarine  technology. 

Israel's  Value  as  a  Port  of  Call  and  Training  Ground  for  U.S.  Forces: 

Utilizing  local  port  and  training  facilities  of  our  capable  allies  -  such  as  Israel  -  becomes  essential  as  the 
U.S.  defense  budget  continues  to  shrink,  the  number  of  U.S.  naval  vessels  declines,  and  regional  force  projection 
requirements  increase. 

Israel  provides  facilities  for  the  storage  and  maintenance  of  U.S.  military  materiel  for  American  or  Israeli 
use  in  a  crisis  situation.   Up  to  $300  million  worth  of  dual-use  military  supplies  will  be  prepositioned  in  Israel. 
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Israel's  Capability  as  a  Maintenance  and  Repair  Facility  for  U.S.  Navy  Vessels  and  Weapons  Systems: 

Because  Israel  and  the  United  States  use  common  weapon  systems,  and  because  Israel's  repair  facilities  have 
a  proven  record  of  comf)etitive  performance,  Israel  is  well  suited  to  repair  U.S.  systems,  either  regularly  or  on  an 
emergency  basis. 

♦  U.S.  Air  Force  F-15  fighters  and  Army  helicopters  based  in  Europe  have  been  serviced  and  repaired  in 
Israel  because  of  the  cost  savings  and  outstanding  facilities  there.  Israel  Aircrafl  Industries  also  signed  an  agreement 
with  the  USAF  and  other  NATO  air  forces  for  the  upgrading  and  modernization  of  F-16s  based  in  Europe. 

♦  Israel's  Haifa  harbor  continues  to  be  the  favorite  port  of  call  for  the  U.S.  Navy's  Sixth  Fleet,  accounting 
for  roughly  50  percent  of  all  visits  in  the  Eastern  Mediterranean.  An  average  of  20  U.S.  warships,  includmg  aircraft 
carriers,  visit  the  port  each  year,  many  to  utilize  the  harbor's  excellent  and  unique  repair  and  servicing  facilities. 
In  addition,  the  60,000  American  sailors  and  marines  who  are  aimually  offered  shore-leave  are  warmly  welcomed 
and  do  not  encounter  the  hostiUty  which  they  frequently  experience  in  other  countries.  A  $15  million  Haifa  port 
improvement  program  is  now  complete.  The  U.S.  Navy  has  also  studied  the  cost  of  upgrading  the  fwrt  fiirther  to 
accommodate  an  aircraft  carrier,  concluding  that  a  $21.7  million  investment  in  creating  a  "deep  draft  berth"  would 
allow  better  carrier  access  ashore,  thus  making  port  visits  safer  and  easier  to  manage. 

Israel  as  a  Training  Ground  for  U.S.  Forces: 

Israel  is  the  only  U.S.  ally  in  the  Middle  East  that  can  regularly  provide  target  ranges  and  training  centers 
as  well  as  expertise  in  fighting  in  extreme  heat  and  desert  conditions.  The  U.S.  armed  forces  and  the  IDF  have 
conducted  joint  training  maneuvers  for  many  years. 

Joint  military  maneuvers  were  conducted  by  the  IDF  and  many  elements  of  the  U.S.  armed  forces.  In 
addition,  the  United  States  has  made  extensive  use  of  Israeli  facilities.  Most  recently,  tmits  of  the  IDF  and  American 
land,  naval,  and  air  forces  conducted  joint  maneuvers  in  Israel's  Negev  desert  and  the  Mediterranean  Sea  during 
March.  These  are  the  largest  joint  exercises  ever  conducted  between  the  two  aUies,  underscoring  the  importance  both 
sides  attach  to  expanding  the  strategic  relationship.  The  IDF  Home-Front  Command  and  U.S.  Army  also  conducted 
a  series  of  tests  in  1994  to  determine  effective  methods  of  proteaion  against  future  Scud  attacks.  The  Israeli  Navy 
participates  in  joint  naval  exercises  with  the  Sixth  Fleet  designed  to  strengthen  U.S.  anti-submarine  warfare  and  air- 
defense  capabilities  in  the  Mediterranean.  Israel  has  staged  joint  training  with  American  special  anti-terrorist  forces. 
While  intended  primarily  to  protect  the  Jewish  state  from  air  attack  and  support  the  ground  forces,  the  IDF  could 
in  pariicular  circumstances  join  a  coalition  with  the  U.S.  armed  forces  against  a  mutual  threat. 

American  air  crews  have  difficulty  getting  weapons  training  in  Europe  because  of  the  poor  weather  and 
range  restrictions,  so  they  are  better  able  to  deliver  weapons  and  practice  realistic  combat  missions  on  Israeli  ranges 
where  the  climate  lends  itself  to  meeting  U.S.  training  requirements. 

♦  Israel  proved  to  be  a  useful  training  ground  for  operations  used  in  Desert  Storm.  For  example,  U.S. 
Anny  and  Marine  Corps  helicopters  and  fighters  trained  at  the  Negev  range  in  Israel  during  Desert  Shield. 
Helicopter  and  heavy  mechanized  training  have  also  been  conducted  using  IDF  facilities. 

♦  Israel  is  also  an  important  testmg  ground  for  U.S.  equipment  in  Middle  East  conditions.  For  example, 
Israel  has  provided  the  United  States  with  improvements  on  air  intake  valves  for  helicopters.  This  improvement  will 
help  prevent  such  problems  as  those  that  led  to  the  failed  U.S.  rescue  attempt  in  Iran  in  1979. 

♦  Israeli  pilots  continue  to  share  their  combat  experiences  with  their  American  couiueiparts,  both  in  Israel 
and  the  U.S. 
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Value  of  Israeli  Technology  in  Assisting  America's  War  on  Drugs: 

Israeli  innovations  in  interdiction  technology,  a  major  component  in  the  war  against  drugs,  have  been  highly 
successful.  Israel's  coast  has  been  effectively  sealed  both  against  terrorist  penetration  and  against  the  inflow  of 
contraband. 

Israel  has  achieved  advancements  in  the  following  areas  that  can  be  of  great  benefit  to  the  U.S.  war  on 
drugs;  reconnaissance  drones;  x-ray  and  detection  machines,  fast  patrol  boats;  radar  systems;  integrated  command 
and  control;  and  advanced  land  interdiction  systems. 

Conclusion: 

Strategic  cooperation  has  also  expanded  to  encompass  a  wide  range  of  cooperative  ventures  in  science  and 
technology.  A  joint  Science  and  Technology  Commission  has  been  established.  In  the  area  of  space  research,  an 
Israeli-designed  experiment  was  carried  aboard  the  space  shuttle  Endeavor  in  October  1992.  The  United  States  and 
Israel  are  also  conducting  joint  research  in  satellite-ground  station  laser  ranging  (SLR)  for  geological  and  geographic 
study. 

President  Clinton  has  stressed  his  desire  to  build  upon  the  strategic  cooperation  of  the  past  ten  years,  saying 
that  it  is  fundamentally  hnked  to  Israel's  qualitative  edge.  He  stated  that  the  Umted  States  must  "maintain  our 
special  commitment  to  our  democratic  partner,  Israel,  and  its  overall  security.. .as  well  as  stress  the  need  to  preserve 
Israel's  quaLtative  military  edge." 

The  President's  commitment  to  enhancing  the  strategic  relationship  was  underscored  during  his  summit  with 
Prune  Minister  Rabin  in  March  1993.  A  new  Senior  Planning  Group  was  created  to  oversee  this  expansion  of 
strategic  cooperation. 

In  September  1992,  the  United  States  and  Israel  issued  a  joint  communique  on  new  strategic  cooperation 
initiatives.  It  stated  that  the  two  sides  would  work  to  implement  previously  enacted  legislation,  and  that  they  "agreed 
that  there  will  be  closer  ties  between  the  two  countries'  armed  forces,  cooperation  on  technology  upgrades  and  the 
start  of  discussions  on  Israel's  participation  in  the  Global  Protection  System."  Since  then,  the  two  countries  have 
established  a  joint  technology  working  group  to  help  ensure  that  Israel's  qualitative  edge  is  not  further  eroded. 

During  the  course  of  the  past  three  years,  a  wide  variety  of  U.S.  defense  personnel  have  visited  Israel  to 
develop  different  aspects  of  the  strategic  relationship.  Numerous  high-level  defense  officials  from  Israel,  including 
Ministry  of  Defense  Director-General  David  Ivri  and  then-EDF  Chief-of-Staff  Ehud  Barak,  also  travelled  to  the 
United  States  to  strengthen  ties  with  both  the  administration  and  the  U.S.  armed  forces.  Israel  annually  receives 
visits  from  a  range  of  top-level  U.S.  defense  officials,  each  of  whom  has  discussed  expanding  aspects  of  the  strategic 
relationship  with  their  IDF  and  MoD  coimterparts.  Pentagon  visitors  in  1994  included  JCS  Chairman  General  John 
Shalikashvili,  Army  Chief  of  Staff  Gordon  Sulhvan  and  BMDO  director  Lt.  General  Malcolm  O'Neill.  Defense 
Secretary  William  Perry  and  his  deputy  John  Deutsch  conferred  with  top  Israelis  in  Washington,  and  the  Secretary 
of  Defense  toured  Israel  this  January. 

Strategic  cooperation  benefits  both  parties.  America's  strategic  position  in  the  Middle  East  and  the 
Mediterranean  has  been  greatly  enhanced  by  the  relationship  with  Israel,  serving  to  restrain  and  deter  conflict  in  the 
region.  Israel's  strategic  value  will  increase  in  coming  years,  as  defense  ties  continue  to  grow  between  our  two 
nations. 
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Contribution  to  Regional  Peace  and  Stability 

The  emerging  Arab-Israeli  peace  promises  enormous  benefits-political,  economic,  and  strategic-both  for 
the  United  States  and  for  Israel. 

Two  major  factors  are  of  particular  inqxirtatKe  in  considering  U.S.  policies  toward  the  peace  process: 

♦  A  narrow  window  of  opportunity  has  opened  for  pursuing  Arab-Israeli  peace;  if  this  precious  opportunity 
is  not  seized  now,  that  window  is  Ukely  to  close  again— perhaps  for  good. 

♦  Israel  is  taking  major  security  risks  for  peace.  The  success  of  the  peace  process  heavily  depends  on 
sustained  U.S.  policies  and  actions  to  minimize  those  hsks.  as  pledged  by  the  President  and  other  senior  U.S. 
officials. 

The  sections  below  lays  out  in  detail  the  benefits  of  peace  for  the  United  States  and  for  Israel,  and  describes 
both  the  current  window  of  opportunity  for  peacemaking  and  the  risks  Israel  has  been  taking  for  the  sake  of  peace 
with  its  Arab  neighbors. 

The  American  Stake  In  Mideast  Peace: 

Since  the  end  of  World  War  11,  the  Middle  East  has  been  one  of  the  most  dangerous  flash  points  in  the 
world,  characterized  by  repeated  episodes  of  large-scale  warfare,  threats  of  escalation  to  involve  the  major  pwwers, 
disruption  of  international  shipping  and  commerce,  and  enormously  wasteful  expenditures  on  arms  and  armies. 

Now,  for  the  ftfst  time,  there  is  a  possibility  that  the  core  issues  of  the  Arab-Israeli  conflict  -  the  most 
important  major  dispute  in  the  region  -  can  be  peacefiilly  resolved. 

The  United  States  has  a  vital  interest  in  this  peace  process  in  the  Middle  East,  for  many  reasons: 

♦  Reducing  the  chance  of  another  Arab-Israeli  war,  one  that  could  risk: 

•  disruption  of  the  stability  of  the  entire  region,  which  could  endanger  important 
alhes  and  trading  partners  of  the  United  States; 

•  escalation  of  conflict  to  a  point  that  forces  direct  U.S.  military  involvement,  putting  U.S. 
Uves  at  risk  and  generating  billions  of  dollars  in  direct  costs  to  [U.S.  taxpayers]; 

•  interruption  of  the  supply  of,  and/or  substantial  increase  in  Mideast  oil  prices, 
with  potential  costs  to  the  United  States  of  tens  of  bilhons  of  dollars; 

•  Disruption  of  the  global  economy; 
Vital  U.S.  interests  in  regional  peace  include: 

♦  Bringing  stability  to  the  Middle  East,  and  helping  reduce  the  threat  of  terrorism  against  Americans  inside 
and  outside  the  United  States. 

♦  Expanding  Middle  Eastern  markets  for  U.S.  exports;  providing  new  opportunities  for  U.S.  investments; 
and  reducing  the  chance  of  international  crises  disruptive  to  American  commerce  and  jobs. 
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♦  Isolating  and  reducing  the  influence  of  radical  Middle  Eastern  countnes  such  as  Iran,  Iraq,  and  Libya, 
thus  containing  some  of  the  largest  post-Cold  War  threats  to  American  security. 

♦  Encouraging  Arab  governments  to  reallocate  resources  from  military  to  civilian  needs;  such  reallocations 
would  help  improve  the  Arab  economies,  thus  undercutting  extremists  who  feed  on  poverty  and  threaten  U.S. 
regional  allies. 

Thus,  While  Israel  promotes  America's  strategic  interests  in  the  Middle  East  through  its  democratic  stability 
and  its  mihtary  capability,  it  also  ftirthers  U.S.  interests  through  its  efforts  toward  creatmg  a  stable  and  peacefiil 
Middle  East.  As  1  said  in  my  introduction,  Israel's  work  in  the  current  peace  process  has  led  to  the  histonc 
breakthrough  of  the  past  year  and  is  on  the  verge  of  creating  further  breakthroughs,  making  the  Middle  East 
potentially  much  friendlier  to  U.S.  economic  and  strategic  interests. 

Prime  Minister  Rabin  is  working  very  closely  with  President  Clinton  and  Secretary  of  State  Christopher  to 
capitalize  on  the  remarkable  opportunity  presented  by  the  U.S.-brokered  Madrid  peace  process.  These  cooperative 
efforts  have  led,  in  the  past  twenty  months,  to  historic  peace  agreements  with  Jordan  and  the  Palestinians.  The 
United  States  and  Israel  are  now  striving  to  translate  this  progress  to  the  other  negotiating  tracks,  particularly  the 
Israel-Syria  talks. 

The  Window  of  Opportunity: 

Because  of  its  vital  interests  in  Aiab-IsraeU  peace,  the  United  States  is  making  a  maximum  effort  to  use  the 
wmdow  of  opportunity  that  has  of)ened  for  Middle  East  peace  negotiations.  The  Administration  is  prepared  to  devote 
considerable  resources  to  exploiting  three  unprecedented  developments  that  have  converged  to  produce  this 
opportumty: 

♦  The  collapse  of  the  Soviet  Umon  and  the  end  of  communism  in  Eastern  Europe  has  weakened  radical 
movements  and  regimes  in  the  Middle  East  by  eliminating  one  of  their  principal  sources  of  support. 

♦  The  world  community's  firm  response  to  Saddam  Hussein's  aggression  in  Kuwait,  and  the  decisive 
victory  of  the  forces  led  by  the  Umted  States,  discredited  extremists  who  claim  that  Arab  objectives  can  be  achieved 
through  the  barrel  of  a  gun. 

♦  Arab  moderates  have  an  historic  opportunity  to  gain  the  upper  hand  over  rejectionists,  and  have  formed 
a  coalition  to  support  peaceftil  negotiations  and  recognition  of  Israel. 

The  Government  of  Israel,  headed  by  Prime  Minister  Yitzhak  Rabin  and  Foreign  Minister  Shimon  Peres, 
has  also  recognized  the  opportunity  opened  by  these  three  factors,  and  has  declared  that  it  is  willing  to  take 
substantial  risks  to  achieve  peace  agreements  while  this  window  of  opportunity  remains  open.  Israel  is  ready  to  make 
very  difficult  decisions  ~  including  withdrawal  from  strategically  important  territories  -  if  by  such  compromises  it 
can  achieve  stability  and  peace  with  its  neighbors.  The  Israeh  Government  recogmzes  that,  in  the  shifting  sands  of 
the  Middle  East,  the  opportunity  may  not  last  indefinitely. 

Prime  Minister  Rabin  has  noted  that  the  opportunity  for  peace  would  be  lost  once  a  radical  regional  country 
such  as  Iran  or  Iraq  got  hold  of  nuclear  weapons.  Other  cataclysmic  events  that  would  put  an  end  to  peacemaking 
include  radical  takeovers  -  whether  Islamic  or  secular  ~  in  neighboring  Arab  countries  or  the  Palestinian  Authority. 
Catastrophic  terrorist  attacks  such  as  Beit  Lid  might  also  doom  the  prospects  for  peace. 

Any  of  these  developments  could  occur  within  a  few  years  —  or  even  a  few  months.  If  the  peace  process  is 
to  succeed,  the  time  to  act  is  now. 
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The  Palestinian  Track: 

Prime  Minister  Rabin  underiook,  immediately  after  winning  the  Jime  1992  elections,  important  steps  that 
were  a  prelude  to  the  even  further-reaching  decisions  he  later  made  in  order  to  facilitate  the  conclusion  of  the  Israel- 
PLO  accord.  Mr.  Rabin  froze  new  settlement  construction  in  the  territories;  excluded  annexation  as  an  option  for 
the  permanent  settlement  in  the  territories;  offered  the  Palestinians  general  elections  with  international  monitoring  - 
-  including  by  U.S.  Members  of  Congress  -  for  an  interim  self-governing  authority;  offered,  for  the  first  time, 
legislative  and  executive  powers  to  that  authority;  and  proposed,  also  for  the  first  time,  a  temtorial  dimension  in  the 
form  of  Palestinian  management  of  more  than  half  the  lands  in  the  territories  during  the  iiuerim  period.  These  steps 
prepared  the  ground  for  the  colossal  Israeli  moves  toward  the  Palestinians  since  1993: 

♦  Shortly  before  the  White  House  signing  of  the  September  1993  Israel-PLO  Declaiation  of  PriiKiples 
(DOP),  Mr.  Rabin,  on  September  9,  took  the  truly  revolutionary  step  of  officially  recognizing  the  PLO  as  Israel's 
negotiating  partner,  despite  three  decades  of  brutal  PLO  terrorism  against  Israeli  civilians. 

♦  In  the  DOP  itself,  for  the  first  time  since  the  capture  of  the  territories  in  the  defensive  war  of  1967,  the 
Israelis  agreed  to  a  withdrawal  within  the  area  of  the  historic  Land  of  Israel.  The  Israelis  committed  to  a  withdrawal 
from  the  Gaza  Strip  -  where  nearly  half  the  Palestinian  population  of  the  territories  resides  -  and  from  the  area  of 
the  West  Bank  town  of  Jericho;  within  two  weeks  of  the  sigmng  of  the  Gaza- Jericho  accord  on  May  4,  the  IsraeU 
army  had  completed  these  withdrawals. 

♦  Unlike  the  1978  Camp  David  accords,  in  which  Israel  agreed  to  Palestinian  self-government  only  over 
people,  not  land,  the  DOP  stipulates  that  the  jurisdiction  of  the  Palestinian  self-governing  council  "will  cover  West 
Bank  and  Gaza  territory."  Furthermore,  to  aUay  Palestinian  fears  that  Israel  intends  to  preempt  the  West  Bank  and 
Gaza's  fmal  stams  by  armexing  some  of  the  territories  dunng  the  interim  period,  the  DOP  states  that  "the  two  sides 
view  the  West  Bank  and  Gaza  as  a  single  territonal  unit,  whose  mtegrity  will  be  preserved  during  the  interim 
period." 

♦  Whereas  in  the  past,  Israel  consistemly  sought  to  de-link  the  interim  agreement  from  the  permanent 
settlement,  this  Unk  is  now  firmly  established.  Under  the  DOP,  Israel  agreed  that  "the  interim  arrangements  are  an 
integral  part  of  the  whole  peace  process,  leading  to  a  permanent  settlement  based  on  Security  Council  Resolutions 
242  and  338."  The  DOP  further  stipulates  that  "the  outcome  of  the  permanent  status  negotiations  should  not  be 
prejudiced  or  preempted  by  agreements  reached  during  the  imenm  period." 

Other  far-reaching  commitments  undertaken  by  Israel  in  the  DOP  included: 

♦  Transfer  of  authority  to  the  Palestinian  residents  of  Gaza  and  Jericho  in  most  spheres,  and  establishment 
of  a  large  Palestinian  police  force  in  these  areas. 

♦  Redeployment  of  IsraeU  forces  out  of  populated  areas  in  the  rest  of  the  West  Bank. 

«  Early  empowerment  of  Palestinians  in  the  rest  of  the  West  Bank  in  five  important  administrative  areas: 
education  and  culture;  health;  social  welfare;  direct  taxation;  and  tourism. 

«  "Direct,  free,  and  general  political  elections. ..under  agreed  supervision  and  international  observation,"  after 
the  Gaza- Jericho  withdrawal,  for  a  self-governing  authority  for  all  the  Palestinian  residents  of  the  territories.  Even 
Palestinian  residents  of  Jerusalem  will  be  allowed  to  participate  in  these  elections. 

♦  Israel  committed  itself  to  negotiations  with  the  Palestinians,  to  start  by  the  beginning  of  the  third  year 
after  the  implementation  of  the  Gaza- Jericho  withdrawal,  in  which  the  final  status  of  Jerusalem,  Palestiiuan  refiigees, 
settlements,  security  arrangements,  and  borders,  among  other  issues,  will  be  decided.  Israel  has  not  ruled  out  any 
option,  other  than  annexation,  regarding  the  permanent  status  of  the  territories  -  not  even  Palestinian  statehood. 
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♦  Israel  agreed,  in  the  DOP,  to  set  up  an  Israeli-Palestinian  Committee  for  Economic  Cooperation  to  focus, 
among  other  things,  on  the  following:  water  resources;  electricity;  energy  development;  finance;  transport  and 
communications,  and  trade. 

Following  the  conclusion  of  the  DOP,  Israel  undertook  further  important  commitments: 

♦  At  the  Donors'  Conference,  convened  by  the  U.S.  on  October  1,  1993,  to  provide  international  fmancial 
support  for  the  Palestinians,  Israel  committed  to  granting  the  Palestinian  residents  of  the  West  Bank  and  Gaza  $75 
million  over  the  next  five  years  . 

♦  In  the  February  9,  1994,  Cairo  Agreement  on  implementing  the  DOP,  Israel  agreed  to  allow  the 
Palestinians  to  have  a  significant  share  of  authority  ~  as  well  as  armed  Palestinian  policemen  —  at  the  border 
crossing  terminals  between  Jericho  and  Jordan  and  the  Ga2a  Strip  and  Egypt. 

Israel  has  also  undertaken  important  confidence-building  measures  toward  the  Palestinians; 

♦  The  release  of  thousands  of  Palestinian  prisoners 

♦  Allowing  dozens  of  Palestinian  deportees  to  return  to  the  territories. 

■  ♦    Allowing  thousands  of  Palestinians  to  return  to  the  territories  under  a  family  reunification  plan. 

♦  Outlawing  the  racist,  anti-Palestinian  Kach  and  Kahane  Chai  movements  and  arresting  their  top  leaders. 

♦  Approving  the  reopening  of  Jordanian  banks  in  the  West  Bank. 

On  May  4,  1994,  Prime  Minister  Rabin  and  Chairman  Arafat  signed  in  Cairo  the  Gaza-Jencho  accord.  This 
historic  agreement  formally  initiated  Palestinian  self-government  and  began  the  process  of  reconciling  Israel's 
security  concerns  with  Palestinian  aspirations.  The  accord  and  its  annexes  outlined  Israel's  withdrawal  and  the 
transfer  of  authority  to  the  Palestimans.  It  provided  the  Palestinians  with  a  significant  measure  of  setf-govemment: 

♦  The  Gaza-Jericho  accord  established  a  25-person  Palestinian  Authority  (PA)  and  provided  it  with 
extensive  legislative,  executive,  and  administrative  powers. 

♦  The  PA  was  granted  jurisdiction  over  the  entire  territory  of  the  Gaza  Strip  and  the  Jericho  area  except 
settlements  and  security  locations,  and  over  all  non-Israehs  visiting  or  residing  in  these  areas. 

♦  The  PA  was  allowed  to  operate  a  "strong  police  force"  of  9,000  officers,  eqmpped  with  armored 
persoimel  carriers,  machine  guns,  and  automatic  rifles.  (On  a  per-capita  basis,  this  force  was  to  be  more  than  triple 
the  size  of  Israel's  own  police  -  and  it  has  subsequently  increased  by  another  7,000  policemen.) 

♦  The  PA  was  authorized  to  administer  all  aspects  of  daily  Palestinian  Ufe,  including  public  utilities  and 
services,  water  distribution,  the  issuing  of  licenses,  health  care,  education  and  culture,  taxation,  tourism,  land 
ownership,  environmental  protection,  labor  relations,  social  welfare,  the  legal  system,  economic  development,  and 
infrastructure. 

♦  Palestinian  police  boats  were  allowed  to  patrol  in  Gaza's  coastal  waters  up  to  a  six-mile  hmit,  and 
Palestiman  fishing  boats  can  operate  up  to  the  12-mile  international  lumt. 

♦  Israel  agreed  to  allow  the  Palestinian  authority  to  issue  three-year  travel  documents  to  the  residents  of 
Gaza  and  Jericho,  labeled  "Laissez-Passer,"  with  the  word  "passport"  printed  below. 
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♦  The  Palestinians  was  allowed  to  raise  Palestinian  flags  anywhere  in  the  Gaza  Strip  and  the  Jericho  area. 

♦  Israel  also  agreed  that  the  PA  will  issue  postage  stamps. 

♦  Gaza  and  Jericho  were  to  have  at  least  one  international  area  code  separate  from  Israel,  and  radio  and 
television  transmission  frequencies  were  allocated  to  the  Palestinians. 

♦  The  PA  was  allowed  to  establish  a  Palestinian  Monetary  Authority  to  regulate  banks  in  the  self- 
government  areas,  manage  foreign  currency  reserves,  oversee  foreign  exchange  transactions,  and  determine  the 
liquidity  ratios  on  deposits. 

On  August  29,1 994,  the  two  sides  reached  agreement  on  "early  empowerment"  to  transfer  additional  spheres 
of  authority  -  education,  tourism,  taxation,  health,  and  welfare  -  in  the  rest  of  the  West  Bank  to  the  PA.  The 
transfer  of  these  areas  to  the  PA  was  delayed  until  the  Palestinians  developed  the  means  to  finance  their  new 
responsibilities;  early  empowerment  was  completed  in  December. 

Prime  Minister  Rabin  has  taken  all  these  ground-breaking  steps  despite  a  surge  in  Palestinian  terrorism 
against  Israelis  and  an  escalation  in  the  familiar  hatefiil  rhetoric  from  Palestinian  extremists,  which  have  badly  eroded 
the  Israeli  public's  support  for  these  policies.  Some  of  the  deadliest  Palestinian  attacks  in  receiu  months  have  been 
carried  out  by  Islarmc  extrenust  organizations  such  as  Hamas  and  Islamic  Jihad,  which  have  mounted  a  relentless 
campaign  of  intimidation  and  bloodshed  clearly  aimed  at  derailmg  the  Israel-PLO  accord. 

The  two  remaining  steps  called  for  in  the  Israel-PLO  Declaration  of  Principles  (DOP)  are  elections  for  the 
Palestinian  Council  to  administer  the  West  Bank  and  Gaza  and  IDF  redeployment  out  of  the  West  Bank's  Palestinian 
peculated  areas.  However,  the  PA's  clear  lack  of  resolve  to  combat  terrorism  against  Israelis  has  led  many  IsraeU 
officials  to  question  whether  it  is  feasible  to  continue  the  process  with  the  Palestinians.  Palestinian  pohce  chief  Nasr 
Youssef  said  in  August  that  the  "pohce  can  stop. ..terrorists  but  have  not  been  given  instructions  to  do  so."  In 
October,  Prime  Minister  Rabin  stated  that  "if  tenor  continues,  it  will  be  difficult  for  us  to  continue  the  peace  process 
with  the  Palestinians." 

Rabin  spoke  during  one  of  the  deadliest  months  of  terrorism  in  the  history  of  the  Arab-Israeli  conflict, 
culminatmg  in  the  October  19  Tel  Aviv  bus  bombing  in  which  21  Israelis  were  killed. 

Indeed,  the  levels  of  violence  Israel  faces  are  staggering.  Since  the  signing  of  the  Israel-PLO  accord  on 
September  13,  1993,  1 14  Israeli  citizens  have  been  killed  and  hundreds  of  others  wounded  in  continuing  terronst 
attacks  in  Gaza,  the  West  Bank,  and  inside  Israel.  Since  the  onset  of  the  Gaza- Jericho  self-rule  in  May  1994,  68 
Israehs  have  been  killed  in  terrorist  attacks,  most  of  them  within  Israel.  In  the  past  five  months  alone,  more  than  SO 
IsraeUs  have  been  killed.  In  addition,  a  number  of  lethal  terrorist  attacks  failed  or  were  frustrated  ~  including,  just 
last  month,  the  interception  by  the  Israeli  security  forces  of  a  Palestinian  truck  loaded  with  explosives  on  its  way 
from  Gaza  to  Beeisheba. 

In  addition  to  the  stabbing  attacks  and  shootings  of  individual  Israelis,  Israelis  have  been  subject  to  a  series 
of  attacks  inside  Israel  by  extremist  Islamic  suicide  bombers  from  Hamas  and  Islamic  Jihad.  IsraeU  casualties  fiom 
these  suicide  attacks  include  the  21  Israelis  killed  and  more  than  60  wounded  in  the  January  1995  suicide  bombing 
in  Beit  Lid;  the  13  civilians  injured  in  the  December  25,  1994  suicide  bombing  in  Jerusalem;  the  22  dead  and  almost 
50  wounded  in  the  October  1994  suicide  bus  bombing  in  Tel- Aviv;  the  7  Israelis  killed  and  50  wounded  in  an  April 
1994  suicide  attack  on  a  bus  in  Afiiia;  and  the  4  Israehs  killed  in  an  April  1994,  suicide  bombing  of  a  bus  in  Hadera. 

Hamas  is  a  militant  offshoot  of  the  Palestinian  Moslem  Brotherhood.  It  evolved  from  its  origins  as  a  social 
welfare  organization  into  one  of  the  deadliest  foes  of  peace  in  the  Middle  East.  Violently  opposed  to  any  peace 
negotiation  or  agreements  with  Israel,  in  particular  the  Israel-PLO  accord,  Hamas  continues  to  call  for  Israel's  total 
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destruction  and  its  replacement  with  an  Islamic  Palestinian  state.  The  organization's  funding  comes  primarily  from 
Iran  and  from  Saudi  citizens  as  well,  with  Iran  playing  a  growing  role  in  sponsoring,  arming,  and  training  the 
organization. 

Hamas  and  Islamic  Jihad  have  a  long  record  of  terrorist  attacks  against  Israeh  soldiers  and  both  Israeli  and 
Palestinian  civihans.  The  terrorists'  intentions  are  clear.  A  1994  Hamas  leaflet  declared:  "Day  after  day,  we  arc 
making  Rabin  -  the  kmg  of  terror  --  drink  the  bitter  poison."  Another,  particularly  gruesome  Hamas  leaflet  stated, 
"HamasCo.,  the  company  for  the  imports  of  Israeh  flesh,  announces  the  sale  of  Israeli  flesh  in  accordance  with  the 
Islamic  tariff.. ..Objective:  generating  a  large  quantity  of  flesh  until  the  withdrawal  of  the  last  Zionist  soldier."  A 
Hamas  spokesman  said  in  December  1993,  that  "if  the  Jews  withdraw  completely  from  the  Gaza  Strip,  the  intifada 
operations  m  the  Strip  would  completely  cease.  But  the  Jihad  [holy  war]  will  not  cease,  because  the  Jews  would 
then  continue  to  exist  in  other  parts  of  Palestine." 

Hamas  and  Islamic  Jihad  are  not  the  only  "rejectionist"  Palestinian  organizations.  Ten  major  terrorist  groups 
met  in  Damascus  in  1994  to  plan  the  destruction  of  the  Israel-PLO  accord.  They  included,  in  addition  to  the  two 
extremist  Islarmc  organizauons,  the  PLO's  Democratic  Front  for  the  Liberation  of  Palestine  (DFLP),  Popular  From 
for  the  Liberation  of  Palestine  (PFLP),  Ahmad  Jibril's  group  PFLP-General  Command,  the  Palestine  Liberation  Front 
(PLF),  and  other  PLO  constitiients.  In  late  March  of  last  year,  Libyan  leader  Muammar  Qaddafi  pledged  to  provide 
material  support  for  the  rejectionists'  alliance. 

Continued  high  levels  of  intra-Palestinian  violence  in  the  territories  illustrate  the  explosiveness  of  the 
Palestinian  street.  Well  over  a  thousand  Palestinians  have  been  murdered  by  other  Palestinians  in  the  territories  since 
the  beginning  of  the  intifada  in  1987.  In  1992  alone,  according  to  the  IDF,  238  Palestinians  were  murdered,  and 
another  141  were  assassinated  in  1993. 

Despite  the  terrorism  and  intra-Palestinian  violence,  Israel  and  the  PLO  are  still  negotiating  over  IDF 
redeployment  and  Palestinian  elections.  Since  the  fate  of  Israeli  settlements  will  not  be  considered  until  final-status 
talks,  the  IDF  must  retain  the  ability  to  protect  settlers  after  redeployment  takes  place.  Israeli  senlements  in  the  West 
Bank  are  much  more  geographically  dispersed  than  in  Gaza.  Thus  Israel  is  understandably  reluaant  to  redeploy 
given  the  PA's  inabihty  to  thwart  terrorism  thus  far.  Therefore  these  negotiations  are  expected  to  last  for  several 
months  --  hopefully  to  be  concluded  by  the  July  1  target  date  recently  agreed  upon  between  Israel  and  the  PLO. 

Assessing  PLO  Compliaoce 
With  Its  Commitmenls: 

In  Yasir  Arafat's  September  9, 1993  letters  to  Prime  Minister  Yitzhak  Rabin  and  to  Norwegian  Foreign  Minister 
Johan  Jorgen  Hoist;  in  the  September  13,  1993  Declaration  of  Principles;  and  in  the  Gaza-Jericho  Accord,  sigrjed 
in  Cairo  on  May  4, 1994,  the  PLO  made  a  series  of  commitments  to  recognize  Israel  and  end  acts  of  violence  against 
it.  The  Government  of  Israel  has  been  negotiating  with  the  PLO  as  the  representative  of  the  Palestinians  in  the 
territories  on  the  basis  of  these  same  PLO  commitments. 

President  Clinton,  Secretary  of  State  Christopher,  Prime  Minister  Rabin  and  Foreign  Minister  Peres  have 
all  stated  very  clearly  that  the  success  of  the  peace  process  will  depend  on  the  PLO's  compUance  with  its 
commitments.  In  addition,  several  laws  enacted  by  Congress  and  signed  by  the  President  condition  the  U.S. 
relationship  with  -  and  assistance  to  -  the  PLO  on  compliance  with  these  commitments. 

Smce  the  onset  of  the  implementation  of  the  Gaza- Jericho  agreement  almost  a  year  ago,  Israeli  Prime 
Minister  Yitzhak  Rabin  and  other  senior  officials  have  become  increasingly  critical  in  their  assessments  of  the  PLO's 
compliance  with  its  commitments.  Although,  in  recent  weeks,  Arafat  has  adopted  some  prelmunary  measures  against 
terronsm,  Israeli  officials  have  emphasized  that  in  many  areas,  PLO  compUance  remains  inadequate. 
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Israel's  foremost  concern  is  that  Palestinian  terrorism  is  continuing  and  that  Arafat  had,  at  least  imtil 
recently,  failed  to  take  decisive  steps  against  the  armed  extremist  Islamic  groups  openly  operating  in  Gaza.  This 
despite  the  conviction  of  IsraeL  and  PA  security  officials  that  Arafat  retained  the  capability  of  doing  far  more  against 
these  terrorist  forces. 

Foreign  Minister  Peres  noted  March  4;  "[Arafat]  hasn't  placed  a  single  terrorist  before  a  coun  yet.  He  hasn't 
tried  to  disarm  [Hamas  and  Islamic  Jihad.]" 

Time  and  again,  Rabin  and  Peres  have  reiterated  that  they  demand  of  Arafat  not  that  he  prevent  all 
terrorism,  but  that  he  make  a  maximum  effort  to  do  so.  While  the  PLO  has  adhered  to  its  commitment  to  renounce 
terrorism,  Hamas  and  Islamic  Jihad  terrorist  attacks  have  caused  a  continuing  stream  of  Israeli  casualties.  The  PLO 
has  also  been  deficient  by  failmg  to  unequivocally  condemn  every  act  of  terrorism.  A  recurrent  paaem  has  been  for 
Arafat  to  publicly  remain  silent  and  to  occasionally,  in  private  conversations  with  Israeli  leaders,  to  condemn  terrorist 
attacks,  while  his  subordinates  issue  pubhc  condemnations.  Arafat  has  consistently  failed  to  strongly  condemn 
terrorism  in  addresses  to  his  own  constituency.  He  termed  the  January  Beit  Lid  bombing  a  "nuisance"  for 
endangering  his  efforts  to  achieve  Palestinian  statehood. 

Even  in  the  aftermath  of  Arafat's  recent  actions,  PLO  compliance  problems  continue.  They  include:  the 
Palestinian  Authority's  (PA)  permittmg  former  terrorists  to  serve  in  PA  units;  the  PA's  permitting  in  Gaza  and 
Jericho  the  continuation  of  hostile  statements  and  incitement  against  Israel;  the  PA's  failure  to  confiscate  illegal 
weapons,  which  are  often  openly  earned;  the  PA's  failure  to  prevent  the  infiltration  into  Gaza  of  weapons  and 
explosives;  the  PA's  permitting  the  operation  of  unauthorized  forces;  the  PA's  refusal  to  extradite  terronst  suspects 
to  Israel;  and  the  PLO's  failure  to  amend—or  even  attempt  to  amend—the  Palestine  National  Covenant.  In  mid- 
February,  Arafat  fmally  rectified  one  major  compliance  infraction:  the  failure  to  provide  Israel  with  a  Ust  of  members 
of  the  PA's  police  force. 

The  United  States  has  insisted  that  the  PLO  comply  with  its  commitments.  In  December,  Secretary  of  State 
Warren  Christopher  declared;  "The  [Palestinian]  security  pledges  are  absolutely  fundamental  to  the  [peace]  process 
going  forward."  In  January,  he  stated  that  "Israelis  must  be  secure,  and  must  be  reassured... that  the  [PA]  is  doing 
its  part  to  stop  the  violence  and  control  terror."  After  the  Beit  Lid  suicide  bombing,  U.S.  officials  urged  Arafat  to 
do  everything  possible  to  prevent  terrorism  and  to  punish  the  perpetrators.  State  Department  spokeswoman  Christine 
Shelly  declared:  "[W]hai  is  said  in  the  aftermath  of  these  incidents  is,  of  course,  impwrtant,  but  clearly  the  actions 
[to  apprehend  and  ptmish  the  perpetrators]  that  follow.. .are  even  more  important." 

Christopher  recently  told  Congress  that  Arafat  has  "taken  stronger  steps  than  have  been  taken  before."  In 
late  January,  the  Senate  adopted  (96-0)  a  resolution  condemrung  Palestiman  terrorism  in  Israel.  The  Senate  resolution 
resolved  that  "Arafat  should.. .publicly  and  forcefully  condemn  acts  of  terror  agamst  Israelis,  take  immediate  steps 
to  bring  to  justice  those  responsible  for  such  acts,  and  implement  steps  to  prevent  future  acts  of  terrorism  in  all 
territory  under  his  control."  Just  last  month.  Vice  President  Gore  stated  in  Israel  "We  are. ..urging  Chairman  Arafat 
to  act  decisively  against  those  who  reject  the  peace,"  and  Secretary  Christopher  said  in  an  interview  with  the 
Washington  Times  he  had  told  Arafat  he  must  put  terrorists  on  trial  and  confiscate  weapons  to  reassure  Israelis  the 
peace  process  is  working. 

In  considering  the  U.S.  response  to  the  PLO  compliance  problems,  it  should  be  noted  that  the  Israeli 
government  has  rejected  the  option  of  financial  sanctions  to  improve  compliance;  it  believes  that  such  sanctions 
would  actually  lead  to  increased  terrorism.  As  Prime  Minister  Rabin  stated  last  October:  "Poverty  is  a  fertile  ground 
for  the  growth  of  Hamas  and  Islamic  Jihad.. ..We  are  encouraging  [economic  assistance  to  the  PA]  because  it  is  also 
in  our  interest  from  the  pomt  of  view  of  security."  Instead,  the  Israeli  government  is  using  the  peace  process  itself 
to  encourage  comphance:  It  has  stated  that  imless  compUance  improves,  it  will  not  go  ahead  with  redeployment  of 
Its  forces  out  of  the  Palestinian  population  centers  in  the  West  Bank. 
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Recent  modest  improvements  in  the  PLXD's  compliance  suggest  that  the  message  is  beginning  to  get  through. 
The  PLO  has  recognized  Israel's  existence  and  Israel's  right  to  exist.  While  it  has  not  yet  fiilfilled  its  commitment 
to  repeal  the  Palestine  National  Covenant,  Arafat  has  declared  the  Covenant  no  longer  applicable.  The  PLO  has  kept 
to  its  commitment  to  peacefiilly  negotiate  its  differences  with  Israel  and  it  has  toned  dovm  its  rhetoric  in  its 
characterizations  of  Israel.   The  PLO  has  recogmzed  Israel's  nght  at  least  to  Western  Jerusalem. 

In  the  past  year  and  a  half  since  the  signing  of  the  Declaration  of  Principles,  terrorism  and  acts  of  violence 
against  Israel  committed  by  members  of  the  PLO  have  ceased.  While  the  PLO  has  not  condemned  every  act  of 
terrorism  against  Israel,  it  has  gone  on  record  as  condemning  a  number  of  terrorist  acts.  Arafat's  security  forces  have 
prevented  at  least  some  terronst  attacks  against  Israel,  and  the  PLO  has  arrested  some  Hamas  activists.  Some 
Palestinians  accused  of  cnminal  acts  have  been  extradited  to  Israel.  There  is  a  measure  of  Palestinian-Israeh  security 
and  other  cooperation.  The  PLO  is  contmuing  to  negotiate  peacefully  with  Israel.  Arafat  has  contmually 
acknowledged  the  need  to  meet  legitimate  Israeli  security  concerns.  And  at  a  meeting  of  Egyptian,  Israeli,  Jordanian, 
Palestinian,  and  American  trade  leaders  February  7-8  in  Taba,  Egypt,  the  PLO  agreed  to  a  joint  declaration 
commitung  the  parties  to  "support  all  efforts  to  end  the  boycott  of  Israel."  Finally,  just  last  week  Foreign  Minister 
Shimon  Peres  stated;  "There  is  certain  progress  in  the  Palestinian  Authority's  preparation  for  war  against  terrorism. 
They  caught  a  third  terronst  belonging  to  the  truck  bomb  in  [Beersheba].  There  is  a  greater  degree  of  seriousness 
concerning  our  security  requirements." 

AIPAC  will  continue  to  monitor  the  PLO's  conduct  to  help  ensure  adequate  performance  m  the  future. 

The  Syrian  Track: 

Prime  Minister  Rabin  and  the  Clinton  Administration  are  also  focusing  intensely  on  the  Israel-Syria 
negotiations.  Both  leaders  have  reiterated  their  commitment  to  achieving  a  comprehensive  peace  agreement  —  that 
is,  an  agreement  covering  Syria,  Lebanon,  and  Jordan,  in  addition  to  the  Palestinians.  Working  closely  with  the 
United  States,  Israel's  intention  is  to  continue  to  move  forward  on  the  Syrian  track  even  while  achieving  progress 
on  other  negotiating  tracks.  Mr.  Rabin  had  taken  the  bold  step  of  publicly  accepting  the  principle  of  a  withdrawal 
on  the  Golan  Heights  in  return  for  peace  and  security  with  Syna.  Senior  Israeli  ofTicials  have  suggested  that  Mr. 
Rabm  is  considenng  a  major  Golan  withdrawal  if  Syria  offers  a  fiill  peace  with  adequate  security  arrangements. 

Israel's  negotiations  with  Syria  remain  deadlocked,  however,  because  Damascus  continues  to  insist  that 
Jerusalem  commit  itself  in  advance  to  a  complete  return  to  the  1 949  Armistice  lines,  without  reveahng  what  it  is 
willing  to  provide  in  exchange.  President  Assad  imposed  a  three-month  freeze  on  the  negotiations,  which  resumed 
only  last  month  between  the  two  countnes'  ambassadors  in  Washington.  President  Assad  has  consistently  rejected 
Israeh  offers  of  a  meeting  with  Prime  Minister  Rabin  or  a  meeting  between  the  two  nations'  foreign  ministers  in  an 
effort  to  advance  the  peace  process. 

In  September  1994,  Prime  Minister  Rabin  publicly  annoimced  an  Israeli  peace  plan  callmg  for  a  "very 
partial"  Israeli  withdrawal  on  the  Golan,  followed  by  a  three-year  "testing  period"  prior  to  a  deeper  withdrawal  ~ 
as  had  been  done  during  the  Israeli  withdrawal  from  the  Sinai  following  the  1979  Egyptian-Israeli  peace  treaty. 
Syrian  Foreign  Minister  Farouk  al-Sharaa  rejected  this  offer. 

There  have  been  a  few  positive  signs,  but  these  have  been  symbolic  rather  than  substantial.  Israeli  reporters 
have  been  allowed  to  attend  press  conferences  held  by  Syrian  officials.  Foreign  Minister  Sharaa  granted  an  interview 
to  Israel  Television.  Peace  posters  appeared  on  the  streets  of  Damascus.  And  Syrian  officials  and  the  Syrian  press 
made  some  encouraging  statements  about  making  peace  with  Israel  in  the  abstract. 

Some  Syrian  statements  and  actions  suggest  that  President  Assad  might  now  be  serious  about  negotiating 
peace  -  particularly  his  aimouncement  that  he  was  willing  to  have  "normal"  relations  with  Israel,  allowing  a  U.S. 
congressional  delegation  into  Syria  to  investigate  Israeh  MIAs,  and  issuing  exit  visas  to  all  Syrian  Jews.  However, 
these  gestures  were  primarily  made  to  the  United  States  and  not  to  Israel. 

Nonetheless,  in  order  to  coax  President  Assad  into  meaningful  pe<xe  talks.  Prime  Minister  Rabin  has  been 
restrained  in  responding  to  Syrian  measures  which  are  remmdets  that  Damascus  still  regards  itself  as  mamtaining 
a  state  of  war  with  Israel.  Though  the  Syrians  have  spoken  pubbcly  and  privately  on  a  number  of  occasions  about 
their  readiness  for  peace.  President  Assad  has  done  little  to  convince  the  Israeh  public  that  his  position  has  changed. 
He  has  yet  to  state  clearly  and  publicly  that  in  exchange  for  an  Israeh  withdrawal  on  the  Golan  he  is  ready  for  a  faii, 
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normal  peace  with  Israel  containing  adequate  security  arrangements,  a  peace  that  is  not  dependent  on  Israel's 
relations  with  its  other  Arab  neighbors. 

Meanwhile,  Syria's  behavior  continues  to  be  a  source  of  great  concern  for  Israel: 

♦  Syria  continues  its  massive  military  buildup,  including,  in  cooperation  with  Iran  and  perhaps  North  Korea, 
the  development  of  unconventional  weapons  and  ballistic  missiles  that  can  reach  all  of  Israel. 

♦  In  May  1994,  Russia  agreed  to  sell  Syria  $1.6  billion  in  advanced  arms,  including  450  modem  T-72  and 
T-80  tanks  and  more  than  90  Su-27,  Su-24,  and  MiG-29  jet  fighters. 

♦  Syria  remains  an  outspoken  opponent  of  the  PLO-Israel  accords,  and  its  state-controlled  media  maintains 
a  steady  stream  of  anti-Israel  rhetoric;  Syria's  harsh  criticism  of  the  Gaza- Jericho  accord  stands  in  stark  contrast 
to  its  stated  willingness  to  make  peace  with  Israel. 

♦  Syria  harbors  in  Damascus  or  in  Syrian-occupied  Lebanon  ten  Palestinian  terrorist  organizations,  including 
Hamas,  Islamic  Jihad,  the  PFLP-GC,  the  DFLP,  and  the  PFLP;  the  State  Department  report  on  terronsm  states  that 
Syria  "continues  to  provide  support  for  several  groups  that  engage  in  international  terrorism"; 

♦  Syria  continues  its  occupation  of  Lebanon  despite  the  Taif  accords,  intimidates  Lebanon's  Christian 
community,  and  blocks  progress  between  Lebanon  and  Israel  in  their  own  peace  negotiations; 

♦  Syria  allows  Hezbollah  terrorists,  sponsored  by  Syrian  ally  Iran,  to  launch  attacks  against  Israeh  forces 
in  the  southern  Lebanon  security  zone  and  against  Israeli  civihans  in  northern  Israel.  Syria  allows  Hezbollah  to 
operate  not  only  against  the  Israeli  Security  Zone  in  southern  Lebanon  but  also  against  Jewish  targets  worldwide. 
Hezbollah  is  suspected  m  the  bombing  of  the  Allianca  Jewish  Community  Center  in  Buenos  Aires,  Argentina  in  July 
1994,  which  killed  nearly  a  hundred  people,  the  worst  attack  on  diaspora  Jews  since  the  Holocaust; 

♦  Syria's  alliance  with  Iran  —  the  world's  foremost  sponsor  of  international  terrorism  —  is  pan  of  a  region- 
wide  effort  to  destabilize  moderate,  pro-Western  regimes.  Among  the  countries  terronzed  by  Iraman-  or  Synan- 
supported  groups  have  been  Lebanon,  Egypt,  Algeria,  and  Israel; 

♦  Syria  has  held  the  Lebanese  government  back  from  deploying  its  army  in  south  Lebanon  to  disarm 
Hezbollah  and  other  militias  that  operate  against  Israel; 


as  well; 


♦  Syria  refuses  to  participate  in  the  multilateral  peace  talks,  and  prevents  Lebanon  from  joining  these  talks 


♦  Syria  continues  its  involvement  in  the  drug  trade,  as  confirmed  by  the  recent  State  Department  report; 


♦  and  in  October  1994  Assad  reacted  to  the  Israel- Jordan  peace  treaty  by  accusing  King  Hussein  of 
"apostasy"  for  agreeing  to  lease  back  land,  returned  to  Jordan  by  Israel  as  part  of  the  peace  treaty,  for  use  by  IsraeU 
farmers.  Before  the  peace  treaty  was  signed,  there  had  been  warnings  in  the  govenmient-controlled  Synan  press 
against  making  a  separate  peace  with  Israel,  and  threatening  Jordan  with  unspecified  destabilizing  measures  if  it 
proceeded  to  a  peace  agreement  with  Israel  ahead  of  Syria's  own  pace  in  negotiations  with  the  Israelis. 

Despite  these  troubling  Syrian  measures,  and  although  Israeli  public  opinion  is  deeply  distrustflil  of  Syria 
and  reluctant  to  countenance  any  withdrawal  on  the  Golan,  Prime  Minister  Rabin  has  vowed  to  continue  negotiating 
with  Damascus.  Israeli  leaders  have  indicated  they  are  wilLng  to  take  painful  steps  for  peace  if  the  Syrians  respond 
positively  to  their  proposals. 

Terrain  &  Technology;  the  Importance  of  the  Golan  Heights  to  Israel's  Security: 

For  almost  30  years,  Israel's  control  of  the  Golan  Heights  has  provided  a  defensive  buffer,  terrain  advantage 
and  early  warning  vantage  point  to  the  IDF.  This  has  allowed  a  relatively  small  standing  force  to  be  deployed  facing 
much  larger  Syrian  military  units  across  the  border.  A  withdrawal  of  the  IDF  on  the  Golan  as  part  of  a  peace  accord 
wath  Damascus  will  mvolve  definite  risks,  but  risks  that  may  be  largely  mitigated  by  the  presumed  security  provisions 
of  the  agreement  and  commitments  by  the  United  States  to  take  the  steps  necessary  to  support  Israel's  deterrent 
posture  and  qualitative  edge  in  hght  of  the  new  strategic  reality. 
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Military  technology,  including  state-of-the-art  surveillance  technology,  precision-guided  smart  munitions, 
and  other  defensive  systems,  must  in  large  part  offset  the  territorial  risks  Israel  would  be  taking  by  redeploying  the 
IDF  westward.  Israel  will  need  to  look  to  the  United  States  to  support  its  ability  to  procure  the  technical  means  to 
balance  its  territorial  risks. 

The  Lebaoese  Track: 

Israel  has  no  territorial  claims  agamst  Lebanon.  It  maintains  a  security  zone  in  southern  Lebanon  only  to 
prevent  cross-border  terrorist  attacks  by  Hezbollah  terrorists  on  civiUan  populations  in  northern  Israel. 

Prime  Minister  Rabin  has  said  that  Israel  does  'not  want  one  square  inch  of  Lebanese  soil....  Our  problem 
with  Lebanon  is  limited  to  security."  In  a  major  address  to  the  Knesset  last  year,  he  urged  the  Lebanese  Army  to 
deploy  in  southern  Lebanon  and  disarm  Hezbollah.  Rabin  added:  "We  will  be  prepared  to  withdraw  to  the 
international  border  between  Lebanon  and  Israel  on  three  conditions:  fiill  peace  and  normalization;  appropriate 
security  arrangements;  and,  of  course,  our  commitment  to  the  South  Lebanon  Army  and  the  residents  of  southern 
Lebanon  -  the  integration  of  the  SLA  within  the  Lebanese  army  and  a  guarantee  to  residents  of  southern  Lebanon 
that  they  udll  not  be  harmed." 

Syria,  however-  which  maintains  40,000  soldiers  in  Lebanon  —continues  to  obstruct  Beirut's  bilateral  peace 
negotiations  with  Israel.  Already,  in  1992,  Syria  prevented  Lebanon  from  accepting  an  Israeh  proposal  for  joint 
mihtary  consultations  on  the  situation  m  southern  Lebanon;  the  Israeh-Lebanese  talks  have  barely  moved  forward 
since.  As  Mr.  Rabin  said  last  year:  "The  negotiations  with  Lebanon  are  connected  with  the  negotiations  with  Syna, 
and  we  know  that  Beirut  will  not  hfl  a  finger  without  the  approval  of  Damascus."  Clearly,  Syria  holds  the  key  to 
Israeli-Lebanese  peace,  which  could  be  signed  tomorrow  if  Lebanon  were  a  free  coimtry. 

The  Jordanian  Track: 

The  October  26, 1 994,  Israeli-Jordanian  peace  treaty  reflects  a  cooperative  approach  to  both  collective  threats 
and  shared  needs,  and  it  delineates  a  plan  for  political,  economic,  social,  and  cultural  interaction.  The  treaty  fiilly 
normalizes  relations  between  the  two  countries  —  including  the  exchange  of  Ambassadors  and  the  free  movement 
of  goods  and  people  across  the  border,  as  well  as  the  termination  of  the  Arab  boycott.  The  two  counmes  also  have 
agreed  to  share  water  and  cooperate  on  water  projects  to  boost  the  supply  of  available  water.  King  Hussein  has 
pledged  "a  warm  peace"  with  Israel.  Israel  and  Jordan  formally  established  relations  in  December  and  will  exchange 
ambassadors  soon. 

♦  Pnme  Minister  Rabin  met  with  King  Hussein  in  January  1995  and  told  King  Hussein  that  Israeli  forces 
will  withdraw  to  the  mutually-agreed  international  border  within  one  month.  In  November  1994,  Israeli  and 
Jordanian  military  officials  met  for  the  fu^t  time  to  organize  border  demarcation  and  estabUsh  a  joint  security 
committee. 

«  Both  parties  are  committed  to  developing  "an  agreement  to  facilitate  and  encourage  mutual  tourism  and 
tourism  from  third  countries."  Aqaba  and  Eilat  have  been  singled  out  in  the  treaty  for  joint  tourism  development; 
a  free  trade  zone  for  investment,  banking,  industrial  cooperation  and  labor;  and  cooperation  in  a  range  of  other  civil 
matters. 

«  Cooperative  infrastructure  initiatives  will  provide  for  the  electricity  grids  of  the  two  countries  to  be 
coimected,  and  for  direct  telephone  and  facsimile  lines,  postal  links,  normal  wireless  and  cable  communications,  and 
telephone  relay  services  by  cable,  radio  and  satelUte.  Work  has  already  begun  to  hnk  the  electricity  grids  of  Aqaba 
and  Eilat  and  to  connect  the  grids  between  the  Afula  area  in  Israel  and  Jordan  across  the  Sheikh  Hassan  Bridge. 
Israeh  officials  reported  in  January  that  the  electricity  grid  of  Eilat  will  be  ready  for  linkage  to  the  gnd  of  the 
Jordanian  pori  of  Aqaba  in  July;  Jordan's  electricity  grid  will  be  prepared  for  linkage  a  few  months  afterwards. 

♦  The  two  countries  have  agreed  to  maintain  roads  and  border  crossings  between  their  countries,  to 
negotiate  direct  air  links,  and  to  continue  negotiations  for  a  highway  from  Taba  to  Aqaba  to  be  constructed  and 
maintained  by  Egypt,  Jordan  and  Israel. 

♦  Israeli  and  Jordanian  representatives  met  in  Eilat  in  January  to  complete  negotiations  of  a  "Most-Favored- 
Nation"  (MFN)  tra<le  treaty  between  the  two  countries.  The  main  points  of  the  accord  have  already  been  settled  and 
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officials  expect  to  complete  the  treaty  soon.  In  this  accord  Israel  will  grant  Jordan  MFN  status  and  open  the  Israeli 
market  to  Jordanian  imports. 

The  Multilateral  Negotiations: 

Most  of  Israel's  Arab  neighbors  rule  out  formal  regional  cooperation  agreements  with  Israel  in  the 
multilateral  negotiations  on  regional  issues  until  the  Jewish  state  cedes  additional  territory.  Nonetheless,  Israel  has 
been  an  enthusiastic  participant  in  the  multilateral  peace  talks  since  their  inception  in  1991.  The  Rabin  Govenunent 
has,  to  its  credit,  developed  practical  ideas  for  Middle  East  economic  and  political  cooperation  that  could  help 
transform  the  region  and  contnbute  to  American  interests  in  democracy  and  trade.  Foreign  Minister  Shimon  Peres 
is  leading  Israel's  efforts  to  develop  this  fl^mework  for  cooperation,  which  will  pave  the  way  for  at  least  six  regional 
cooperation  initiatives  on  the  basis  of  agreements  reached  in  the  multilateral  negotiations; 

♦  the  establishment  of  a  Middle  Eastern  common  market; 

♦  the  creation  of  joint  ventures,  based  upon  integrating  technology,  capital,  skilled  labor,  and  natural 
resources  from  both  inside  and  outside  the  Middle  East; 

♦  the  establishment  of  an  integrated  network  of  infrastructure  for  ports,  airports,  railways,  and  energy  plants; 

♦  the  opening  of  borders  for  tourism; 

♦  the  promotion  of  cooperation  in  the  fields  of  health,  professional  training,  knowledge,  technology,  and 
agriculture; 

♦  the  removal  of  all  types  of  boycotts,  thereby  aiding  U.S.  companies  eager  to  do  business  in  the  Middle 
East. 

In  the  past  year,  Israel's  constructive  stance  in  the  five  Multilateral  Working  Groups  —  arms  control,  water, 
refugees,  the  environment  and  economic  development  -  has  helped  the  multilateral  talks  achieve  considerable 
progress.  These  negotiations  have  been  attended  by  no  less  than  30  countries  from  the  Middle  East,  Europe,  Asia, 
and  North  Amenca,  including  13  Arab  states  such  as  Egypt,  Jordan,  Tunisia,  Morocco,  Saudi  Arabia,  and  Kuwait. 
The  parties  are  working  together  to  solve  the  region's  most  serious  long-term  problems:  arms  control  and  regional 
security;  the  environment;  refiigees;  water;  and  economic  development. 

In  late  1992,  Israel  agreed  to  allow  Palestinians  from  outside  the  territories  to  take  part  in  the  Refugee 
Working  Group.  Also  in  1992,  Israel  accepted  the  full  participation  of  the  United  Nations  and  the  European  Union, 
bodies  that  have  traditionally  taken  positions  more  favorable  to  Arab  parties. 

These  talks  have  moved  from  exchanges  among  academics  to  discussing  concrete  proposals  for  shaping  the 
economic,  security,  and  social  elements  of  the  future  Middle  East:  feasibility  studies;  training  projects;  negotiations 
on  declarations  of  principles;  and  steps  toward  creating  data  bases  and  communications  networks.  At  the 
environment  talks  in  late  1993,  Israel,  Jordan  and  Egypt  agreed  to  establish  a  project  to  control  pollution  in  the  Gulf 
of  Aqaba.   In  1994,  four  out  of  the  five  Multilateral  Working  Groups  conducted  their  meetings  on  Arab  soil. 

These  talks  produced  clear,  substantive  progress  toward  Arab-Israeh  cooperation  in  confronting  the  long-term 
problems  of  the  Middle  East  and  moving  towards  genuine  regional  economic  cooperation  during  1994: 

♦  Israeli  delegations  in  1994  participated  in  multilateral  talks  in  Oman,  Qatar,  Bahrain,  and  Tunisia, 
accompanied  by  IsraeU  joumaUsts.  IsraeU  officials  held  meetings  with  their  counterparts  in  these  nations.  The 
IsraeUs  were  reportedly  received  warmly  in  all  of  these  countries. 

♦  Environment  Minister  Yossi  Sarid  led  an  Israeli  delegation  to  Bahrain  In  October  for  the  Multilateral  talks 
on  the  environment  -  the  highest  ranking  Israeli  to  visit  any  Gulf  country.  He  met  with  Bahrain's  Foreign  Minister, 
Sheikh  Muhammad  Ibn  Mubarak  al-Khalifa.  On  the  same  day  that  the  Israel- Jordan  accord  was  signed,  the  41 
coimtries  present  at  the  talks  agreed  unanimously  on  a  code  for  protecting  the  region's  environment,  the  first  region- 
wide  result  of  the  multilateral  talks. 
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♦  The  environmental  talks  held  earlier  in  1994  produced  a  network  of  Israeli-Egyptian-Jordaman  emergency 
response  centers  for  dealing  with  mantmie  pollution  in  the  Red  Sea  and  Gulf  of  Eilat. 

♦  The  water  issues  working  group  also  made  progress  in  1994  by  agreeing  to  an  Israeli  proposal  to 
rehabilitate  water  systems  in  the  region.  A  desalinization  research  center  was  established  in  Oman,  which  will 
include  Israelis  on  its  staff. 

♦  Panels  dealing  with  refiigees  and  the  regional  economic  development  set  in  motion  several  cooperative 
projects.  These  included  a  commitment  to  develop  housing  for  Palesunian  refugees  m  Syria  and  Lebanon,  and  the 
construction  of  regional  electricity  grids.  Arab  and  Israeli  participants  also  agreed  to  build  an  Aqaba-Eilat-Sinai 
highway. 

One  particularly  important  policy  area  of  the  multilateral  negotiations  is  arms  control  and  regional  security 
(ACRS).  At  its  fifth  session  in  Doha,  Qatar,  in  May  1994,  the  working  group  failed  to  adopt  a  draft  "Declaration 
of  Principles"  because  of  objections  from  Saudi  Arabia  to  a  clause  stating  "all  regional  parties  should  pursue  the 
common  purpose  of  achieving  full  and  lastmg  relations  of  peace,  openness,  mutual  confidence,  security,  stabiUty  and 
cooperation  throughout  the  region."  Still,  there  were  several  specific  confidence-building  proposals  on  the  agenda, 
includmg  a  voluntary  computer-based  communications  network  that  would  link  the  foreign  ministries  of  Middle 
Eastern  states. 

The  same  body  held  discussions  in  November  1994  in  Amman,  where  progress  was  achieved  in 
implementing  several  initiatives  agreed  to  during  the  last  formal  session  in  Qatar  in  May  1994:  creation  of  a  Conflict 
Resolution  Center/Regional  Security  Center  to  be  headquartered  in  Turkey;  cooperation  on  joint  sea  rescues  and  other 
incidents  at  sea;  and  a  communications  hotline  linking  Arab  and  Israeli  foreign  ministries. 

The  ACRS  working  group  met  in  December  1994  in  Tunis  and  agreed  on  two  measures  designed  to  reduce 
tensions  in  the  region:  Israel  and  the  12  participating  Arab  states  will  henceforth  provide  advance  notification  of 
mihtary  exercises  involving  more  than  4,000  troops  or  1 1 0  tanks;  and  the  participants  agreed  to  exchange  military 
information. 

Israel  also  endorsed  the  creation  of  a  comprehensive  nuclear  test  ban  treaty,  indicating  that  all  Middle 
Eastern  states  should  join,  and  submitted  a  list  of  its  1993  arms  imports  and  exports  to  the  UN  Arms  Transfer 
Registry. 

Israel  has  been  forward-leaning  on  arms  control.  As  early  as  1980,  it  proposed  to  the  United  Nations 
negotiations  to  exclude  unconventional  weapons  from  the  Middle  East,  including  the  creation  of  a  nuclear-free  zone. 
It  has,  however,  resisted  regional  pressures  to  prematurely  join  the  Nuclear  Non-Prohferation  Treaty,  noting  the 
existential  threats  it  continues  to  face  from  rogue  states  possessing  weapons  of  mass  destruction. 

Israel  was  a  founding  signatory  of  the  Chemical  Weapons  Convention  in  Paris  in  1993,  where  Foreign 
Minister  Shimon  Peres  proposed  eventual  Arab-Israeli  mutual  inspections  to  verily  future  arms  control  agreements. 
Sadly,  this  landmark  agreement  was  boycotted  by  most  of  the  Arab  world.  Israel  also  adheres  to  the  Missile 
Technology  Control  Regime,  and  is  a  participant  in  the  new  UN  arms  transfer  registry. 

President  Clinton  has  made  Middle  East  arms  control  a  central  foreign  policy  priority  for  his  Administration. 
In  a  November  1992  interview  the  President  said,  "I  will  act  more  vigorously  to  stop  the  spread  of  dangerous 
missiles  in  the  Mideast,  and  insist  on  a  strong  international  effort  to  keep  weapons  of  mass  destruction  out  of  the 
hands  of  nations  like  Iran,  Iraq,  Syria,  and  Libya.  Our  policy  must  include  not  only  an  effort  to  reduce  this  spread, 
but  a  reaffinnarion  of  our  strong  commitment  to  maintaining  Israel's  quaUtative  military  edge  over  its  potential 
adversaries."  Indeed,  Israel  and  the  United  States  are  close  partners  in  the  effort  to  control  proliferation  of  weapons 
of  mass  destruction.  AIPAC  is  concerned  about  the  ending  of  COCOM  without  agreement  on  a  new  regime  to 
control  the  spread  of  advanced  technologies  to  countries  of  concern.  It  is  also  hoped  that  a  successor  regime  to 
COCOM  can  be  rapidly  estabhshed  to  hmit  the  flow  of  dual-use  technologies  and  conventional  arms  to  rogue  states. 

It  is  AIPAC's  objective  to  try  to  end  the  unrestrained  arms  race  in  the  Middle  East.  Syria,  Iran,  and  Saudi 
Arabia  continue  large-scale  arms  purchases.  Regrettably,  the  world's  developed  nations  export  far  too  many  weapons 
to  this  troubled  region. 
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At  the  same  time,  some  regional  arms  control  proposals  could  entail  significant  risks  for  Israel  because, 
historically,  Israel  has  had  not  only  fewer  resources  but  far  fewer  suppliers  than  the  Arabs  and  is  therefore  more 
vulnerable  in  the  event  that  Arab  parties  evade  an  agreement.  While  an  arms-supplier  restramt  regime  will  slow  the 
influx  of  new  weapons  into  the  Middle  East,  arms  control  negotiations  among  the  recipient  states  are  even  more 
crucial.  Currently,  Syria,  Iraq,  Iran,  and  Libya  are  not  participating  in  the  ACRS  round  of  talks.  It  is  hoped  that 
the  multilateral  talks  may  serve  to  eventually  establish  curbs  on  the  regional  arms  race  and  expand  the  creation  of 
confidence-building  measures  (CBMs)  among  the  parties  involved. 

Arab  and  International  Recognition  of  Israel's  Peace  Policy: 

Israel's  dynamic  peace  policy  has  clearly  impressed  a  number  of  Arab  states.  Israel's  contacts  with  the  Arab 
world  have  expanded  dramatically  since  the  signing  of  the  Israel-PLO  accord.  These  contacts  have  led  to  a  full 
peace  treaty  with  Jordan,  and  to  the  estabUshment  of  low-level  diplomatic  ties  with  Morocco  and  Tunisia.  "The  Arab 
states  of  North  Africa  and  the  Gulf  should.. .normalize  their  relations  with  Israel.  Warm  peace... should  be 
accompanied  by  open  borders,  trade,  tourism,  commercial  relations  and  ftill  diplomatic  relations,"  U.S.  Ambassador 
to  Israel  Manin  Indyk  stated  February  2. 

As  a  prelude  to  Aill  diplomatic  relations  with  Morocco,  Israel  opened  a  liaison  office  in  Rabat  last 
November;  Morocco  opened  its  Israel  office  last  month.  Foreign  Minister  Shimon  Peres,  who  inaugurated  the  office, 
stated;  "It  is  the  end  of  the  economic  boycott  and  the  stan  of  a  new  era  of  cooperation.  Now  the  chaimels  between 
Rabat  and  Israel  are  open." 

A  visit  by  Foreign  Minister  Peres  last  June  culminated  in  an  agreement  to  establish  air  service,  postal  hnks 
and  direct  telecommunications  service  between  the  two  countries.  El  Al  and  Royal  Air  Maroc  have  begun 
discussions  on  establishing  direct  flights  between  Tel  Aviv  and  Casablanca. 

The  Israel  Export  Institute  estimated  in  late  last  year  that  trade  with  Morocco  will  reach  $220  million  in  each 
of  the  next  three  years.  Israel  is  expected  to  export  agriculniral  products,  irrigation  technology,  electronics,  and 
construction  equipment  to  Morocco. 

Tunisia  and  Israel  announced  on  October  3,  1994  the  establishment  of  low-level  diplomatic  relations,  a 
move  that  both  countries  described  as  the  first  step  in  the  normalization  of  ties.  The  two  countries  will  establish 
economic  liaison  offices  in  the  respective  Belgian  embassies.  Foreign  Ministry  Deputy  Director  General  Yoav  Biran 
led  an  Israeli  delegation  to  Tunisia  in  January  to  discuss  the  opening  of  the  Israeli  mission.  Telecommunications, 
postal,  and  air  service  links  are  also  under  discussion  between  Tunisia  and  Israel. 

A  group  of  Israeli  industrialists  met  in  Tunis  in  January  with  Tunisian  government  officials,  bankers, 
fmanciers,  and  manufacturers.  American  businessmen,  including  representatives  from  Merrill  Lynch,  Smith  Barney 
and  Oppenheimer  mvestments,  were  also  part  of  the  delegation. 

Environment  Minister  Yossi  Sarid  headed  an  Israeli  delegation  to  the  Environment  Conference  of 
Mediterranean  States  in  Tunis  last  November,  attended  by  1 7  countries.  Israel's  flag  was  displayed  at  the  conference 
~  the  first  time  it  had  ever  been  publicly  displayed  in  Tunisia. 

Several  senior  Israeli  officials  have  visited  Tunisia.  Housing  Minister  Bcn-EIiezer  met  with  FLO  Chairman 
Arafat  in  Tunis  last  December,  and  Deputy  Foreign  Minister  Beilin  headed  a  delegation  there  for  multilateral  talks 
on  refugees  last  October. 

Yitzhak  Rabin  became  the  fu^t  Israeli  prime  minister  to  visit  a  Persian  Gulf  state  when  he  flew  to  Oman 
m  December  1994  for  talks  with  Oman's  leader.  Sultan  Qaboos.  The  two  leaders  reportedly  agreed  to  open  interest 
offices  in  1995  as  a  precursor  to  full  diplomatic  relations.  Deputy  Foreign  Minister  Yossi  Beilin  met  with  Oman's 
Foreign  Minister  Youseff  Abdullah  to  work  out  fmal  details  for  establishing  ties.  During  their  meeting,  the  two 
reached  an  agreement  in  principle  to  allow  Israel's  national  air  carrier,  EL  Al,  to  fly  over  Oman's  airspace.  In 
February,  Foreign  Minister  Peres  met  with  Abdullah  in  Jordan  to  discuss  the  exchange  of  interest  offices. 

Foreign  Minister  Peres  met  at  the  UN  in  October  with  Qatar's  Foreign  Minister  Hamad  Thani,  the  highest- 
level  public  meeting  between  officials  of  the  two  countries.  Thani  subsequently  told  Peres  at  the  Casablanca 
economic  conference  that  his  country  is  considenng  establishing  diplomatic  relations  with  Israel,  and  the  two 
ministers  discussed  a  proposal  to  ship  liquefied  natural  gas  from  Qatar  to  Israel. 
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Yossi  Saiid  led  an  Israeli  delegation  to  Bahrain  last  October  for  the  multilateral  talks  on  the  environment, 
the  highest  ranking  Israeli  to  visit  any  Gulf  country.  He  met  with  Bahrain's  Foreign  Mimster,  Sheikh  Muhammad 
Ibn  Mubarak  al-Khalifa. 

At  a  meeting  of  the  Conference  on  Secunry  and  Cooperation  in  Europe  (CSCE)  last  December  in  Budapest, 
foreign  ministers  from  Israel,  Algeria,  Tunisia,  Morocco  and  Egypt  discussed  the  establishment  of  a  Security 
Committee  for  Mediterranean  Cooperation  (SCMC);  the  members  will  initially  focus  on  joint  senunars  and  consider 
methods  "of  how  to  buUd  a  secunty  region  hke  the  CSCE."  This  was  the  first  ministerial-level  meeting  between 
Israel  and  Algeria. 

Israel's  bold  pohcy  in  the  peace  process  has  also  led  a  large  number  of  non-Arab  countries  to  upgrade  their 
relations  with  Israel. 

♦  The  total  number  of  countries  with  which  Israel  now  holds  diplomatic  relations  has  reached  155  -  this 
compared  to  a  low  of  62  af^er  the  1973  War.  In  fact,  since  the  October  1991  Madrid  Conference,  64  countries  have 
either  renewed  or  established  relations  with  Israel  -  including  large  nations  such  as  China  and  India.  In  the  wake 
of  the  Israel-PLO  accord,  this  trend  has  accelerated,  with  29  more  countries  renewing  or  establishing  ties  with  Israel. 

♦  On  December  30,  1993,  Israel  and  the  Vatican  concluded  an  historic  agreement  which  led  to  the 
establishment  of  full  diplomatic  relations  between  Israel  and  the  Holy  Sea.  The  Vatican  granted  Israel  de  jure 
recognition,  eliminating  a  profound  aberration  in  Catholic-Jewish  relations.  On  September  29,  1994  Israel's  first 
Ambassador  to  the  Holy  See,  Shmuel  Hadas,  presented  his  credentials  to  Pope  John  Paul  II.  Shimon  Peres  met  with 
Pof>e  John  Paul  II  at  the  Vatican  in  December  1994. 

♦  Israel  and  the  European  Union  (EU)  opened  in  December  1993  negotiations  for  a  new  free-trade 
agreement,  which,  when  concluded  in  1995,  will  elevate  Israel  to  associate  member  status.  This  status  would  be 
similar  to  that  of  Ireland  and  Switzerland,  and  is  the  highest  level  a  non-European  country  can  attain.  This  pact  is 
expected  to  significantly  raise  Israel's  exports  to  its  main  trading  partner.  In  August  1994,  Germany  committed  to 
push  forward  Israel's  request  to  upgrade  its  status  with  the  EU. 

♦  In  December  1994,  Prime  Minister  Rabin  became  the  first  Israeli  leader  to  visit  Japan  and  South  Korea. 
Rabin  and  his  Japanese  counterpart,  Tomiichi  Murayama,  signed  cooperative  agreements  in  cultural  affairs  and 
science  and  technology.   South  Korea  and  Israel  are  planning  to  establish  direct  Tel  Aviv-Seoul  air  links. 

♦  The  Israel-PLO  accord  has  enabled  Israel  to  begin  building  relationships  with  the  Muslim  world.  Israel's 
ties  with  Turkey  have  been  significantly  upgraded  by  the  conclusion  of  bilateral  economic  and  cultural  cooperation 
agreements,  and  a  trilateral  tourism  pact  among  Turkey,  Israel,  and  Egypt  to  promote  eastern  Mediterranean  tour 
packages.  The  two  countries  are  also  discussing  strategic  cooperation,  joint  efforts  against  terrorism,  andjouit  water 
projects.  In  March  1994,  Turkey  sponsored  a  resolution  at  the  UN  Human  Rights  Commission  condemning  anti- 
Semitism.  In  November  1994.  Turkey's  Prime  Minister,  Tansu  CiUer,  became  the  first  Turkish  prime  minister  ever 
to  visit  Israel. 

«  On  October  15,  1993  Prime  Minister  Rabin  made  a  surprise  visit  to  Indonesia  ~  the  world's  largest 
Muslim  country  —  where  he  met  with  President  Suharto.  Israeli  tourists  are  now  admitted  to  Indonesia  and  an  Israeli 
economic  delegation  visited  the  country  for  the  first  time  in  1994.  And,  last  May,  President  Ezer  Weizman  met  in 
South  Africa  with  Pakistan's  Prime  Minister  Benazir  Bhuto,  who  said  her  government  would  consider  establishing 
diplomatic  ties  with  Israel. 

«  All  fifteen  Soviet  successor  states  have  established  diplomatic  relations  with  Israel.  They  include  the 
five  klamic  republics  -  Kyrgyzstan,  Uzbekistan,  Kazakhstan,  Azerbaijan,  Tajikistan,  and  Turkmenistan  -  the  only 
Muslim  states  other  than  Turkey,  Egypt,  and  Jordan  to  have  established  diplomatic  ties  with  Israel.  Israeli  expertise 
is  being  sought  by  virttially  all  of  the  former  Soviet  Union  republics  in  areas  such  as  agricultural  research  and 
farming,  public  health,  and  envu-onmental  protection. 

Israel-Arab  Economic  Cooperation: 

On  October  30,  1994  Morocco  hosted  in  Casablanca  the  North  Africa-Middle  East  Economic  Summit,  an 
international  conference  of  several  thousand  business  and  political  leaders  that  has  the  potential  to  transform  the 
region.  Initiated  by  Israel  and  co-sponsored  by  Presidents  Clmton  and  Yeltsin,  the  conference  brought  together  the 
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public  and  private  sectors  to  discuss  regional  economic  cooperation  and  to  develop  si>ecific  projects.  Prime  Minister 
Yitzhak  Rabin  addressed  the  conference,  which  was  attended  by  1200  companies,  400  government  officials,  and  60 
heads  of  state  and  ministers  from  around  the  world. 

The  sumimt  marked  an  important  milestone  in  the  growing  acceptance  of  Israel  as  an  economic  player  in 
the  region.  Israeli  government  officials  and  business  leaders  established  contacts  and  relationships  with  their  Arab 
counterparts.  While  attending  the  conference,  Shimon  Peres  met  with  diplomats  and  businessmen  from  Saudi  Arabia. 
Qatar,  and  other  Persian  Gulf  states.  This  opportunity  to  explore  economic  cooperation  and  business  opportunities 
contrasted  with  the  previously  limited  economic  ties  among  Israeli  and  Arab  businessmen. 

♦  The  "Casablanca  Declaration"  issued  at  the  end  of  the  conference  included  a  number  of  steps  that  will 
further  integrate  Israel  as  an  active  economic  and  political  entity  in  the  region,  such  as: 

•  Building  the  foundations  for  a  Middle  East  and  North  Africa  Economic  Community; 

•  assembling  a  groi^  of  experts  to  examine  different  options  for  regional  funding 
mechanisms  including  the  creation  of  a  Middle  East  and  North  Africa  Development  Bank; 

•  establishing  a  regional  Tourist  Board  to  facilitate  and  promote  regional  tourism; 

•  encouraging  the  establishment  of  a  private-sector  Regional  Chamber  of  Commerce  and  Business 


Council; 


creating  a  Steering  Committee  to  follow  up  on  issues  arising  out  the  Summit; 


•  establishing  an  Executive  Secretariat  to  assist  the  Steering  Committee  work  for  the  enhancement 
of  the  new  economic  development  pattern. 

•  welcoming  the  Gulf  Cooperation  Council  (GCC)  declaration  ending  the  secondary  and  tertiary 
boycotts  of  Israel,  and  speaking  out  against  economic  boycotts. 

♦  The  Middle  East  and  North  Africa  Development  Bank,  supported  by  the  Casablanca  Summit,  was  the 
primary  topic  of  discussion  at  the  meeting  in  Washington  m  January  of  countries  involved  in  the  peace  process  and 
its  funding,  including  Israel,  the  European  Umon  (EU),  Japan,  and  GCC  states  such  as  Saudi  Arabia  and  Kuwait. 
At  this  meeting,  Israel,  Jordan,  Egypt  and  the  Palestinians  presented  their  joint  proposal  for  the  Bank,  intended  to 
provide  development  fimds  to  particular  sectors  and  infrastructure  projects  m  the  region.  The  panicipants  formed 
a  steering  committee  to  plan  the  funding  mstitution  and  will  present  them  to  the  next  Middle  East  Economic  Sunmiit 
scheduled  for  October  1995  in  Amman,  Jordan. 

Conclusion: 

Prime  Minister  Rabin's  bold  peace  poUcy  has  been  costly.  Some  of  the  landmark  measures  the  Prime 
Minister  has  taken  --  the  Gaza- Jericho  accord  with  the  PLO  and  his  commitment  to  negotiate  an  Israeli  withdrawal 
on  the  Golan,  for  example  -  clearly  entail  a  national  security  risk,  and  a  domestic  political  risk  as  well.  The  Prime 
Minister  has  come  under  heavy  criticism  from  various  groups  in  Israel,  including  leaders  of  the  opposition  Likud 
party,  demonstrators,  and  joumahsts. 

Given  the  narrow  election  margin  by  which  Prime  Minister  Rabin's  coalition  took  ofTice,  and  the  coalition's 
continued  fragility,  recent  poll  results  underscore  the  boldness  of  the  Prime  Minister's  moves  to  promote  the  peace 
process  and  demonstrate  real  leadership.  Clearly,  Mr.  Rabin  has  made  and  ojjenly  contemplated  moves  in  the  peace 
process  that  are  ahead  of  Israeli  pubhc  opinion.  Thus  he  recognized  the  PLO  before  the  Israeh  public  was  prepared 
for  such  an  action;  public  opinion  only  supported  his  move  after  the  fact. 

In  order  to  take  additional  risks  for  peace.  Prime  Minister  Rabin  needs  the  solid  support  and  encouragement 
of  the  United  States  to  show  the  Israeli  public  the  benefits  of  his  peace  policies,  that  Israel  can  count  on  American 
suppon.  Public  skepticism  is  based  pnmarily  on  the  acute  security  concerns  of  most  Israehs.  The  United  States, 
through  its  various  forms  of  aid  and  international  backing,  can  reassure  Israelis  that  this  support  is  constant  while 
they  contemplate  the  serious  risks  for  peace. 
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Mutual  Economic  Benefits 

The  United  States  and  Israel  do  not  only  benefit  from  the  political  and  military  cooperation  of  close 
democratic  allies:  The  two  countries  also  enjoy  a  strong  economic  relationship  thai  benefits  the  businesses  and 
working  people  in  both  countries.  The  United  States  has  a  vital  interest  in  Israel's  economic  well-being  for  several 
reasons.  First,  the  economic  health  of  our  major  alUes  and  fellow  democracies  is  inherently  important  to  the  United 
States,  because  in  a  very  profound  sense,  the  free  nations  stand  or  fall  together.  Second,  the  economy  of  Israel  is 
the  bedrock  of  the  nation's  ability  to  sustain  its  own  defense.  Israel's  economic  health,  therefore,  is  essential  to  the 
stability  of  the  region. 

Former  Under  Secretary  of  State  for  Econoimc  Affairs  Richard  McCormack  put  it  this  way;  "It  is  clear  that 
a  country,  that  has  the  high  defense  expenditures  Israel  is  forced  to  maintain,  needs  economic  assistance  to  maintain 
its  position."  Dr.  Herbert  Stein,  former  Chairman  of  the  Council  of  Economic  Advisors,  adds:  "Hostile  neighbors 
should  be  left  in  no  doubt  about  the  strength  and  stability  of  Israel's  economy."  For  both  strategic  and  economic 
purposes,  the  United  States  must  ensure  that  Israel  continues  on  the  path  of  economic  growth  and  self-reliance. 

In  an  environment  where  America  faces  protectionist  trade  barriers  from  all  sections  of  the  globe,  Israel 
stands  out  as  a  fair  trading  partner.  Even  our  closest  allies  refiise  to  eUminate  unfair  trade  practices.  Japan,  for 
instance,  was  cited  as  the  top  offender  in  erecting  barriers  to  trade.  The  European  Union  has  also  been  described 
as  increasingly  protectionist.  But  as  the  historic  U.S. -Israel  Free-Trade  Agreement  (FTA)  continues  its  phased 
implementation,  the  U.S.  can  rely  on  its  expanded  trade  and  investment  with  Israel.  In  1991,  Israel  unilaterally 
eliminated  the  tariff  on  imported  homes  (mobile,  modular,  and  pre-fabricated)  from  the  United  States.  This  gives 
the  U.S.  a  competitive  advantage  in  the  Israeli  housing  market.  Indeed,  most  of  Israel's  unported  housmg  material 
comes  from  the  United  States.  In  1990,  Israel  bought  more  than  $250  milhon  worth  of  prefab,  modular,  and  mobile 
homes  from  the  Umted  States  -  more  than  five  times  the  total  U.S.  exports  of  these  goods  in  1989.  This  was 
possible  in  part  because  the  United  States  guaranteed  $400  million  in  loans  to  Israel.  According  to  former  U.S. 
Ambassador  to  Israel  William  Brown,  these  housing  in^rts  "all  but  rescued  the  [U.S.  prefab]  housing  industry." 

The  United  States  remams  Israel's  largest  trading  partner.  Both  countries  are  reaping  the  fruits  of  the  FTA, 
which  facilitated  a  150  percent  increase  in  trade  between  the  two  countries  over  the  past  decade.  In  1994,  trade 
between  the  United  States  and  Israel  amounted  to  an  estimated  $8  billion  (or  more  than  $9  billion  if  defense  articles 
are  included).   Hundreds  of  thousands  of  American  jobs  depend  on  exports  to  Israel. 

1995  marks  the  1 0th  anniversary  of  the  U.S. -Israel  Free  Trade  Agreement  (FTA).  The  third  and  fmal  phase 
of  this  historic  agreement,  which  went  into  effect  January  1 ,  eliminates  all  remaining  customs  duties  on  imports  from 
the  United  States.  Tariffs  on  refrigerators,  telephones,  air  conditioners,  footwear,  and  textiles  —  the  last  remaining 
duties  on  goods  from  the  U.S.  —  have  just  been  lifted  by  Israel.  Duties  on  other  goods  were  eliminated  at  earlier 
stages  of  the  FTA. 

The  U.S.-Israel  agreement,  approved  m  1985,  was  the  first  free-trade  agreement  the  United  States  signed 
with  any  country.  Israel  has  since  negotiated  similar  agreements  with  the  European  Union  and  the  European  Free 
Trade  Association  (EFTA)  countries.  As  the  only  covmtry  in  the  worid  with  free  trade  agreements  with  both  the  U.S. 
and  Europe,  Israel  serves  as  a  bridge  enabling  American  products  to  reach  European  markets  without  tariff 
constraints. 

Israel  is  fiilfiUing  an  important  pledge  it  made  at  the  time  the  United  States  extended  loan  guarantees  to 
Israel  in  1992.  As  the  following  statistics  attest,  Israel  is  substantially  increasing  total  imports  fi-om  the  United 
States,  particularly  imports  of  capital  goods: 

♦  22.2  percent  of  total  Israeli  civilian  imports  came  from  the  United  States  in  the  first  half  of  1994,  an 
increase  from  a  20.8  percent  share  in  1993. 

♦  In  the  first  half  of  1994,  civilian  imports  from  the  United  States  grew  by  22.4  percent,  compared  with 
an  increase  of  15,6  percent  for  all  countries. 

♦  Capital  goods,  such  as  machinery,  equipment  and  parts,  are  now  dominant  in  American  expons  to  Israel. 
In  1993,  Israel  imported  $1.5  biUion  in  U.S.  capital  goods,  more  than  double  the  amount  ($671  million)  imported 
in  1986.   Capital  goods  constituted  42  percent  of  total  imports  from  the  United  States. 
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♦  The  other  major  area  of  unpon  growth  from  the  United  Slates  has  been  transport  vehicles.  In  1993,  these 
imports  increased  by  32.5  percent.  In  the  first  half  of  1994,  they  grew  by  90  percent  compared  to  an  increase  of 
24  percent  for  all  coimtries.  Last  year,  Israel's  national  airline.  El  Al,  purchased  three  U.S.-made  747s  at  a  cost  of 
nearly  half  a  billion  dollars  instead  of  comparable  European  aircraft. 

♦  75  percent  of  Israel's  1993  grain  imports  came  from  the  United  States  to  the  benefit  of  Amencan  fanners. 

♦  Total  imports  from  the  United  States  reached  an  estimated  $3.8  billion  in  1994  compared  to  S3. 6  billion 
the  previous  year.  Full  implementation  of  the  free  trade  agreement  wiU  likely  push  this  total  to  $4-4.5  bilhon  in  1995. 

A  recent  State  Department  report  cited  numerous  recent  efforts  by  the  Government  of  Israel  to  facilitate  the 
purchase  of  U.S.  goods  and  services  as  Israel  promised  at  the  time  U.S.  loan  guarantees  were  extended; 

♦  Israeli  government  agencies  have  been  ordered  to  inform  the  U.S.  Embassy  when  large  tenders  are 
ofTered  so  that  American  companies  can  compete. 

♦  The  Israeli  Government  is  ftuiding  half  of  the  costs  of  American  trade  exhibitions  in  Israel  to  highlight 
U.S.  compames. 

♦  Prime  Minister  Rabin  is  personally  promoting  imports  from  the  United  States  over  other  countries. 
Recently,  the  Prime  Minister  ordered  that  the  engine  size  limit  on  government  vehicles  be  changed  to  encourage  the 
purchase  of  U.S.-made  vehicles. 

The  increase  in  trade  between  the  United  States  and  Israel  means  more  sales,  profits,  and  jobs  for  Amencan 
business.  Israel  is  second  only  to  Canada  in  terms  of  per-capita  imports  of  U.S.  products  by  our  major  trading 
partners.  Among  Middle  Eastern  countries,  Israel  is  first  in  per-capita  imports  and  second  to  Saudi  Arabia  ui  overall 
imports.   In  1993,  total  trade  between  the  U.S.  and  Israel  exceeded  $8.6  bilhon. 

Along  with  increases  in  trade  over  the  years,  greater  cooperation  in  research  and  development  between  the 
Umted  States  and  Israel  is  now  occurring.  Many  U.S.  companies  invest  in  Israel  to  take  advantage  of  Israeli  high- 
tech  research  and  development.  For  example:  Motorola,  Intel,  IBM,  Digital,  National  Semiconductor,  Microsoft, 
and  many  other  U.S.  companies  have  R&D  facilities  in  Israel.  Intel  itself  is  investing  an  additional  $1  billion 
because  of  its  past  financial  success  in  Israel.  By  combining  American  capital  and  manufactunng  with  Israeh 
research  capabilities  and  technology,  Americans  firms  are  able  to  increase  their  competitiveness.  In  fact,  some  of 
the  most  important  technologies  used  in  the  world  today  were  developed  in  Israel  by  U.S.  companies  that  invest 
there.  These  mclude  the  technology  for  the  Motorola  flip  phone,  and  the  286  computer  chip  which  is  the  basis  of 
the  486  chip  that  powers  most  computers  today.  After  product  development  in  Israel,  most  product  manufacturing 
takes  place  in  the  U.S.  creating  jobs  for  Amencan  workers  and  profits  for  American  companies. 

U.S. -Israel  trade  is  also  promoted  through  binational  foimdations  endowed  equally  by  the  U.S.  and  Israeli 
governments.  In  1977,  the  United  States  and  Israel  estabhshed  the  Bi-National  Industnal  Research  and  Development 
(BIRD)  Foundation.  The  total  endowment  for  BIRD  is  $1 10  million  (Israel  and  the  U.S.  have  provided  $55  million 
each).  The  foundation  is  completely  self-sufTicient,  operating  off  the  interest  of  the  endowment  and  royalties  paid 
from  successful  projects.  BIRD  provides  grants  to  joint  U.S.-Israeli  research  teams  in  high-tech  fields.  If  sales  from 
the  R&D  project  grants  show  a  profit,  the  grant  is  paid  back,  with  interest  not  to  exceed  one-and-a-half  times  the 
original  value  of  the  grant. 

In  December,  it  was  announced  that  BIRD  will  invest  $8  million  in  13  new  joint  US-Israel  projects  m  the 
fields  of  computers,  medicine,  and  technology.  Since  its  inception,  BIRD  has  spent  more  than  $100  million  on  more 
than  400  high-tech  joint  R&D  projects.  Products  developed  from  these  ventures  have  netted  sales  of  more  than  $3 
bilhon  -the  majonty  of  them  in  the  United  States  -  creaung  thousands  of  Amencan  jobs.  Total  tax  revenue  collected 
by  the  United  States  to  date  as  a  direct  result  of  BlRD-funded  projects  has  been  about  $300  million  (on  an  imtial 
investment  of  $55  million). 

In  addition  to  BIRD,  there  is  the  Binational  Agncultural  Research  and  Development  (BARD)  Foundation. 
BARD,  which  funds  agricultural  projects,  operates  in  a  fashion  similar  to  BIRD.  Since  its  creation  in  1978  with  an 
endowment  of  $110  million,  BARD  has  granted  $123  million  to  650  projects.  These  projects  have  provided  new 
technologies  which  have  benefited  both  countries'  agriculmral  mdustries.  They  have  led  to  new  technologies  ui  dnp 
imgation,  arid  lands  agriculture,  pesticides,  fish  farming,  hvestock,  poultry,  disease  control,  and  farm  equipment. 
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To  date,  sales  of  products  developed  under  BARD  total  more  than  S650  million.  Israeli  advances  in  drip  irrigation 
also  have  helped  states  like  Cahfomia,  Texas,  and  Arizona,  where  severe  droughts  have  occurred.  In  1994,  BARD 
received  $5  million  from  both  Israel  and  the  Umted  States. 

As  two  of  the  world  leaders  in  hjgh  technology,  the  United  States  and  Israel  have  found  mutual  benefits 
m  cooperating  with  each  other  in  science  and  technology  aaivities.  Two  years  ago.  President  Chnton  and  Prime 
Mmister  Rabin  estabUshed  the  U.S. -Israel  Science  and  Technology  Commission.  The  commission  was  created  to 
identify  and  promote  private-sector  high-tech  joint  ventures  between  American  and  Israeli  companies.  Each  side  has 
committed  to  provide  $5  million  per  year  to  support  these  ventures,  with  matching  fimds  coming  from  the  companies 
themselves. 

The  commission  serves  as  a  model  as  to  how  two  countries  can  solve  real  world  problems  through 
cooperation.  In  the  biotechnology  field,  for  example,  the  commission  is  trying  to  establish  common  testing  standards 
in  the  two  countries  to  facilitate  joint  development  or  drug  and  food  products.  The  commission  is  also  fimding  a 
project  to  study  whether  IsraeU-developed  solar  energy  technology  can  produce  electricity  at  competitive  prices.  The 
activities  of  the  commission  are  specifically  targeted  at  bringing  technologies  to  market  that  will  lead  to  economic 
growth  and  job  creation  in  both  countries.  In  the  words  of  Secretary  of  Commerce  Ronald  Brown,  "There  are  times 
when  one  plus  one  makes  three. ..that  the  innovation  and  dedication  of  Israeli  scientists,  added  to  the  sophistication 
and  creativity  of  American  industry,  adds  up  to  more  than  the  sum  of  its  parts." 

One  area  of  economic  cooperation  that  expanded  in  1994  was  the  estabUshment  of  trade  relationships 
between  Israel  and  individual  American  state  govenmients.  Israel  presently  has  agreements  with  19  American  states 
for  cooperation  in  areas  such  as  agriculture,  economic  development,  science  and  technology,  communications  and 
transportation.  The  most  successfiil  of  these  is  the  Israel-North  Carolina  partnership,  signed  last  year,  which 
establishes  cooperation  beyond  the  business  and  economic  sphere.  The  partnership  builds  upon  the  existing  $100 
million  m  bilateral  North  Carohna-Israel  trade,  primarily  in  textiles,  paper  and  transportation  equipment,  to  include 
university-industrial  alUances  and  cultural  exchanges. 

Another  move  that  vdll  strengthen  economic  cooperation  was  the  ratification  on  September  22,  1994  by 
Congress  of  the  U.S.-Israel  Double  Taxation  treaty,  which  has  been  negotiated  over  the  past  30  years.  This 
agreement  simplifies  the  tax  requirements  for  nationals  of  one  country  who  invest  in  the  other. 

As  the  above  examples  illustrate,  the  economic  benefits  that  the  United  States  derives  from  its  relationship 
with  Israel  are  increasing  at  a  time  when  our  economy  can  use  them  most. 

Shared  Values 

Israel  shares  with  the  United  States  a  fundamental  commitment  to  democracy  and  human  rights.  That  is 
paniculariy  remarkable,  because,  unUke  the  United  States,  Israel  hves  in  a  dangerous  neighborhood:  It  faces  enemies 
on  two  of  its  borders,  and  is  daily  subjected  to  the  combined  threats  of  Islamic  radicalism  and  Arab  extremism  that 
are  sweepmg  through  the  region. 

No  other  Western  democracy  has  been  forced  to  contend  with  such  grievous  and  persistent  threats,  at  such 
close  range,  and  on  such  a  large  scale,  for  so  long  -  and  maintained  its  democratic  institutions.  Since  the  radical 
threats,  mcluding  terrorism,  confront  the  conservative  Arab  regimes  as  well,  it  is  instructive  compare  the  ways  in 
which  Israel  and  its  Arab  neighbors  meet  the  challenge. 

There  is  a  striking  contrast  between  Israel  and  the  Arab  states  in  this  regard,  highlighted  in  the  "Freedom 
Around  the  World"  survey  for  1995  which  was  issued  by  Freedom  House,  the  respected  national  organization 
dedicated  to  strengthenmg  democratic  institutions.  Whereas  Israel  is  rated  "free,"  no  Arab  coimtry  is  included  in  that 
category.  Among  the  twenty-one  members  of  the  Arab  League,  sixteen,  including  Saudi  Arabia,  Iraq,  Libya,  and 
Syria,  are  rated  "not  free"  and  the  others  are  in  the  lower  rankings  of  "partly  free."  The  fmdings  are  based  on 
extensive  research  into  all  aspects  of  political  rights  and  civil  liberties  in  the  countries  surveyed.  Similarly,  Israel 
is  ranked  19th  among  the  UN's  185  Member  states  and  first  in  the  Middle  East  on  the  "human  development"  scale 
of  the  United  Nations  Development  Program  (UNDP),  which  includes  such  factors  as  education,  health  care,  life 
expectancy,  employment  and  other  demographic  information,  according  to  the  organization's  1994  report. 
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Civil  Liberties: 

Israel 's  democratic  institutions  guarantee  by  law  fundamental  civil  liberties  for  all  citizens.  Arab  and  Jew 
alike.  Israel  is  the  only  country  in  the  Middle  East  with  meaningful  free  elections;  a  free  press;  checks  and  balances 
to  prevent  and  correct  abuses  of  authority;  extensive  protection  for  the  rights  of  individuals  and  minority  groups; 
freedom  of  religion;  basic  equality  for  women;  and  other  safeguards  and  rights  that  are  typical  of  a  free  society.  To 
be  sure,  Israel  has  its  flaws,  as  Israelis  themselves  freely  acknowledge.  But  its  human  rights  and  civil  hberties  record 
remains  far  and  away  the  best  in  the  Middle  East  -  as  it  has  been  for  nearly  half-a-century. 

Freedom  of  the  Press: 

As  certified  by  Freedom  House,  Israel  is  the  only  Middle  Eastern  country  with  genuinely  free  press.  At  357 
issues  per  1.000  people,  the  rate  of  newspaper  circulation  in  Israel  is  one  of  the  world's  highest  -  well  ahead  of 
the  United  States.  Canada,  or  France. 

♦  In  addition  to  a  vigorously  contentious  and  cntical  Hebrew  press  expressing  every  conceivable  shade  of 
Israeli  public  opinion,  Israel  has  the  freest  y4ra6/c-language  press  of  any  Middle  Eastern  nation. 

Rights  of  Assembly  and  Association: 

Israel  is  the  only  country  in  the  Middle  East  to  consistently  uphold  unfettered  freedom  of  assembly  as  a 
vehicle  for  promoting  change. 

♦  Israel  guarantees  freedom  of  assembly,  a  fiindamental  democratic  right  that  the  Israeli  people  often 
exercise  to  demand  a  change  of  government  policies.  For  example,  in  1982,  400,000  people  -  nearly  10  percent 
of  the  country's  population  -  demonstrated  in  Tel  Aviv  to  protest  their  own  government's  policy  m  Lebanon. 

Democratic  Participation: 

Israel,  the  only  Middle  East  democracy,  stands  in  sharp  contrast  to  other  countries  of  the  region,  which 
include  feudal  monarchies  and  radical  dictatorships. 

♦  The  Knesset,  Israel's  parliament,  is  a  legislative  body  eleaed  by  universal  franchise  on  the  basis  of 
proportional  representation.  By  law,  a  general  election  must  be  held  at  least  once  every  four  years.  All  adult  citizens 
have  the  right  to  participate  in  the  political  process,  and  Israelis  exercise  with  enthusiasm  their  right  to  vote.  For 
example,  in  the  June  1992  elections,  voter  turnout  by  the  citizens  of  Israel-Jewish  and  Arab— was  77.4  percent  -- 
among  the  highest  rates  in  the  democratic  world.  Eleven  political  parties  are  represented  in  the  Knesset,  including 
two  Arab  parties. 

Freedom  of  Religion: 

Like  the  United  States,  Israel  guarantees  religious  freedom  for  adherents  of  all  faiths. 

♦  Israel  has  no  state  religion.  It  guarantees  and  safeguards  freedom  of  religion  to  all.  The  rights  of 
religious  minorities  in  Israel  are  strictly  protected  by  law,  and  minonties  conduct  their  own  religious  and  civil  affairs 
such  as  marriage,  divorce,  and  conversion. 

Women's  Rights: 

Women  's  rights  in  Israel  are  protected  by  law  as  well  as  by  governmental  and  private  organizations. 

♦  Israel's  Equal  Opportimity  Law  forbids  discrimination  on  account  of  sex,  marital  or  parental  status. 
Employers  are  legally  required  to  pay  female  and  male  workers  equally  for  equivalent  tasks.  Israel  is  one  of  the  few 
states  in  the  world-and  the  only  country  in  the  Middle  East  other  than  Turkey-to  have  ever  had  a  woman  head  of 
government. 

Due  Process  and  the  Rights  of  the  Accused: 

Israel  s  judicial  system,  based  on  the  British  legal  tradition,  protects  the  rights  of  the  accused. 
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♦  In  Israel,  the  right  to  a  hearing  by  an  impartial  tribunal  with  representation  by  counsel  is  provided  for 
by  law  and  earned  out  in  practice.  The  judicial  system  is  independent,  and  is  effectively  insulated  from  political 
interference.  The  Israeli  Supreme  Court  functions  with  a  degree  of  independence  similar  to  the  U.S.  Supreme  Court. 
The  Supreme  Court  has  the  power  to  review  all  of  the  Government's  decisions. 

Monitoring  of  Human  Rights: 

There  is  a  sharp  contrast  between  Israel  and  the  Arab  states  with  regard  to  providing  access  to  human 
rights  monitoring  organizations. 

♦  In  Israel,  there  is  an  extensive  array  of  domestic  human  rights  groups  dedicated  to  the  protection  of 
individual  liberties  and  women's  rights.  These  groups  freely  criticize  the  Israeli  government  without  interference. 
Both  Israeli  and  Palestinian  groups  monitor  human  rights  m  the  West  Bank  and  Gaza. 

Economic  Freedom: 

Like  the  United  States.  Israel  maintains  a  free-enterprise  system. 

«  In  recent  years,  Israel  has  rapidly  privatized  state-owned  enterprises,  and  has  provided  major  incentives 
for  Israeli  and  foreign  investments  in  the  private  seaor. 

A  Country  of  Immigrants: 

Just  like  the  United  States.  Israel  is  a  country  of  immigrants. 

«  Fully  half  of  Israel's  present  population  are  immigrants,  mostly  Jews  who  have  found  refuge  in  from 
repression  in  Israel.  Many  are  from  the  Arab  world,  the  former  Soviet  Union,  and  Ethiopia. 

Freedom  of  Emigration: 

Unlike  other  states  in  the  Middle  East.  Israel  permits  all  of  its  residents  to  freely  leave  the  country  whenever 
they  choose  to  do  so. 

♦  There  are  no  legal  or  economic  impediments  to  emigration.  Parallel  to  the  arrival  in  Israel  of  milUons 
of  immigrants  from  all  over  the  world,  several  tens  of  thousands  of  IsraeUs  have  chosen  to  move  to  other  countries, 
and  they  are  free  to  come  and  go  as  they  please. 

International  Humanitarian  Role: 

Israel  has  undertaken  numerous  humanitarian  activities  around  the  world. 

Israel  set  up  a  field  hospital  last  August  near  the  Rwanda-Zaire  border  as  part  of  the  humanitarian  relief 
efforts  to  aid  refugees  from  the  Rwanda.  Israel  Defense  Force  volunteers  treated  tens  of  thousands  of  ailing 
Rwandans  and  performed  1 00  operations. 

♦  Israel  has  taken  in  non- Jewish  refugees  from  countries  ravaged  by  war,  such  as  Vietnamese  "boat  people" 
and  Bosnian  Muslims. 

♦  Israel  has  offered  aid  and  relief  to  victims  of  earthquakes  and  other  natural  disasters  around  the  world, 
including  Armenia,  Turkey,  and  several  African  countries. 

♦  Israeh  experts  have  helped  El  Salvador's  victims  of  the  12-year  civil  war.  Israel  is  bringing  injured 
Salvadorans  for  surgery  and  the  fitting  of  artificial  limbs,  Israeli  physicians  are  working  with  Salvadoran  doctors  to 
improve  rehabihtation  facilities  in  El  Salvador. 

Promoting  Democracy  and  Development  Around  the  World: 

Israel  is  involved  in  numerous  international  programs  designed  to  help  foreign  countries  develop  their 
human  and  material  resources  in  a  manner  that  fosters  the  growth  of  democratic  concepts  and  institutions. 
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♦  Israel  is  providing  aid  in  vanous  fields  to  143  nations,  including  countries  that  do  not  have  full  diplomatic 
relations  with  Israel  --  Bangladesh,  Pakistan,  Indonesia,  Guinea,  and  Sri  Lanka.  In  1994  Israel  significantly  expanded 
its  assistance  and  instruction  efforts  for  developing  countries,  and  against  the  background  of  the  peace  process,  it 
initiated  technical  aid  programs  in  Morocco,  Tunisia,  Jordan,  the  Gulf  States,  and  the  Palestinian  Authonty  In  the 
past  two  years  alone,  over  25  countries  have  been  added  to  the  list  of  those  receiving  Israeli  aid,  among  them  India, 
some  African  and  eastern  European  nations,  and  several  former  Soviet  republics.  Since  the  estabhshment  of  Israel's 
Foreign  Ministry's  Division  for  International  Cooperation  (Mashav)  in  1957,  over  65,000  people  have  taken  Mashav 
training  courses  in  Israel  and  abroad  in  agriculture,  medicine,  education  and  other  fields.  In  1994,  3,039  participants 
went  through  training  courses  m  Israel,  the  largest  number  ever.  The  coimtry  that  sent  the  largest  number  of  trainees 
was  Egypt,  600  trainees  participated  in  agricultural  courses.  Additionally,  Israeh  experts  trained  4,400  participants 
in  courses  in  50  countries. 

♦  Israel  is  actively  working  to  promote  democracy  in  the  former  Soviet  Union.  Israeli  expertise  is  being 
sought  by  virtually  all  of  the  former  Soviet  Union  republics  in  areas  such  as  agricultural  research  and  farming,  public 
health,  and  environmental  protection. 

♦  Congress  established  the  Cooperative  Development  Projects  (CDP)  and  Cooperative  Development 
Research  (CDR)  programs,  which  were  funded  at  $10  milhon  for  FY94.  CDP  and  CDR  provide  U.S.  fmancing  for 
Israel  to  bring  technology  and  expertise  to  the  developing  world,  eastern  Europe,  and  the  CIS.  CDR/CDP  strengthens 
the  science  and  technology  infrastructure  of  the  recipient  countries,  and  helps  solve  problems  in  the  fields  of 
agriculture,  environment,  and  health  -  in  response  to  specific  development  problems  identified  by  these  countries. 
CDP  involves  govemment-to-govemment  projects  between  Israel  and  the  recipient  countries,  and  CDR  involves 
university-to-university  research  between  Israeh  universities  and  universities  in  recipient  countries. 

♦  Under  CDP,  The  United  States  Agency  for  International  Development  (AID)  and  Mashav  have  joined 
in  a  pilot  program  to  aid  Georgia  and  the  Central  Asian  repubhcs  of  the  former  Soviet  Union.  The  goal  of  the 
program  is  to  use  Israeli  expertise  to  assist  these  countries  in  areas  such  as  agriculture,  water  poUcy,  and  public 
health.  In  recent  months,  Israeli  ministers  have  visited  most  of  the  CIS  countries,  and  signed  a  variety  of  trade, 
cultural,  and  technical  assistance  agreements  with  those  nations.  Israeli  efforts  in  the  Islamic  repubhcs  are  also 
designed  to  counter  Iraman  effons  to  promote  radical  Islam  among  their  inhabitants. 

♦  The  U.S.  Overseas  Private  Investment  Corporation  (OPIC)  and  Israel's  Finance  Ministry  signed  an 
agreement  last  May  to  conduct  jomt  business  ventures  throughout  the  former  Soviet  Union.  The  goal  is  to  match 
American  businessmen  with  Soviet-bom  Israelis,  who  are  interested  in  working  together  with  entrepreneurs  from  their 
former  homelands. 

♦  Congress  estabhshed  the  Middle  East  Regional  Cooperation  (MERC)  program  in  the  wake  of  the  Camp 
David  accords  in  order  to  promote  technological  and  scientific  cooperation  between  Israel,  Egypt,  and  the  United 
States.  Recently,  Morocco,  Jordan,  Tunisia,  Lebanon,  and  the  Palestinians  have  also  joined  the  program.  The  FY95 
Foreign  Operations  bill  handed  MERC  at  $7  milhon.  The  regional  cooperation  program  provides  an  opportunity  for 
Israel  and  its  Arab  neighbors  to  cooperate  on  health,  agncultural,  and  envu-onmeraal  problems  which  plague  the 
Middle  East.  Since  the  1993  sigmng  of  the  Israel-PLO  accord,  various  organizations  have  proposed  several  new 
projects  which  call  for  Israeli-Palestinian  cooperation  in  these  fields.  These  proposals  are  at  vanous  stages  in  the 
approval  process,  but  the  State  Department  has  already  indicated  that  it  wants  to  give  priority  consideration  to  MERC 
projects  that  include  the  West  Bank  and  Gaza. 

♦  In  November  1992,  UN  Secretary  General  Boutros  Boutros-Ghali  asked  Israel  to  provide  experts  to  teach 
various  countries  about  the  democratic  process  and  to  organize  and  supervise  democratic  elections.  Israel's 
Ambassador  to  the  United  Nations,  Gad  Yaacobi,  told  Boutros-Ghah  that  Israel  would  willingly  provide  such  experts. 
Israel  has  extensive  experience  in  fostering  democracy  among  large  numbers  of  immigrants  from  non-democratic 
countries,  and  has  shared  this  experience  with  other  countries. 

Conclusion: 

In  September  1992,  then-candidate  Bill  Clinton  noted  the  importance  of  shared  values  to  the  U.S.-Israel 
relationship:  "Our  relationship  would  never  vary  from  its  allegiance  to  the  shared  values,  the  shared  religious 
heritage,  the  shared  democratic  politics  which  have  made  the  relationship  between  the  United  States  and  Israel  a 
special,  even  on  occasion  a  wonderful,  relationship.  Our  support  of  Israel  would  be  pan  of  all  those  shared  thmgs, 
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plus  our  commitment  to  a  stable  and  peaceful  Middle  East,  a  commitment  that  can  never  have  been  fulfilled  in  the 
absence  of  Israeli  help." 

Earlier  that  month,  Mr.  Clinton  said:  "America  and  Israel  share  a  special  bond.  Our  relationship  is  unique 
among  all  nations.  Like  America,  Israel  is  a  strong  democracy,  a  symbol  of  freedom,  an  oasis  of  liberty,  a  home 
to  the  oppressed  and  persecuted. 

And,  in  his  book  Putting  People  First.  Clinton  wrote;  "Among  all  the  countries  in  the  Middle  East,  only 
Israel  has  experienced  the  peaceful  transfer  of  power  by  ballot-not  by  bullet.   We  will  never  let  Israel  down." 

As  President,  Mr.  Chnton  reiterated  that  same  conviction.  At  a  March  1994  joint  news  conference  with 
Prime  Minister  Yitzhak  Rabin,  he  declared:  "Since  the  beginning  of  this  administration,  the  Prime  Mimster  and  1 
have  worked  to  promote  the  common  interests  and  values  our  nations  share. ...You  have  the  admiration  and  respect 
of  the  entire  United  States  and  our  nation's  pledge  of  support  and  steadfast  friendship." 


II.  ISRAEL'S  NEED  FOR  AID 

While  U.S.  assistance  to  Israel  provides,  as  we  have  seen,  solid  benefits  to  our  own  country,  Israel  needs 
U.S.  aid  for  its  continued  survival.  U.S.  mihtary  and  economic  aid  safeguards  Israel's  secunty;  sustains  the  peace 
process;  bolsters  the  IsraeU  economy;  and  fosters  immigrant  absorption  in  Israel. 

Safeguarding  Israel's  Security 

The  Arab  Military  Buildup: 

While  Iraq's  defeat  in  1991  removed  a  horrifying  threat  from  the  region  and  should  have  reduced  the  need 
for  new  arms  sales  to  the  Middle  East,  the  opposite  has  occurred  in  the  past  three  years.  The  Arab  states,  joined 
by  Iran,  have  resumed  their  previous  pattern  of  large-scale  arms  procurement.  Lavish  trade  exhibitions  displaying 
the  latest  military  technology  are  annually  held  in  Arab  states,  the  most  recent  of  which  was  the  massive  IDEX  95 
arms  show  held  in  the  UAE.  Arab  countries  and  Iran  place  orders  for  billions  of  dollars  worth  of  new  weapons  each 
year,  and  have  tens  of  billions  of  dollars  more  still  in  the  pipeline.  In  the  last  20  years,  roughly  since  the  Yom 
KippuT  war,  the  leading  Arab  and  Islamic  nations  still  m  a  state  of  war  with  Israel  have  spent  about  $550  billion  on 
their  armed  forces.  Even  after  the  destruction  of  much  Iraqi  hardware,  the  Arab  world  and  Iran  now  outnumber 
Israel  eight-to-one  in  manpower  (Chart  1),  seven-to-one  in  tanks  and  armored  fighting  vehicles  (Chart  2),  and  more 
than  four-lo-one  in  aircraft  (Chart  3).  Many  of  the  largest  arms-importing  countries  in  the  world  are  nations  actively 
hostile  to  Israel.  Weapons  of  mass  destruction,  along  with  deUvery  systems  such  as  ballistic  and  cruise  missiles,  are 
also  being  widely  acquired  by  radical  regimes  throughout  the  region.  It  is  estimated  that  by  the  turn  of  the  century, 
Israel  may  well  be  faced  with  as  many  as  2,000  such  missiles  imder  the  control  of  hostile  states.  The  destructive 
pwwer  of  these  weapons,  even  if  armed  only  with  conventional  warheads,  can  be  devastatmg.  Israel  was  fortunate 
that  few  lives  were  lost  during  the  Gulf  War  in  1991.  However,  the  1994  bombardment  of  the  Yemeni  capital  Sana 
with  Scud  missiles,  which  killed  dozens  of  people  and  destroying  whole  city  blocks,  and  Iran's  recent  use  of  Scuds 
against  rebels  in  Iraq,  should  serve  as  a  reminder  of  the  potential  threat  posed  to  Israel. 

Iran  is  rapidly  becoming  the  most  serious  threat  to  stability  in  the  Middle  East  and  is  swiftly  developing 
the  means  to  strike  Israel.  The  radical  Islamic  regime  has  embarked  on  a  large-scale  miUtary  modernization  program 
since  the  defeat  of  Iraq  in  Desert  Storm  in  a  bid  to  become  the  dominant  power  in  the  Persian  Gulf  From  Bosnia 
to  Sudan  to  Lebanon  to  Tajikistan,  Tehran  is  also  taking  advantage  of  regional  instability  to  promote  its  concept  of 
radical  Islamic  fimdamentalism.  Iranian  rearmament  and  military  expansion  started  at  the  beginning  of  the  1990s 
and  remain  top  priorities  of  the  Tehran  government.  Iran  contmues  its  buildup  of  conventional  arms  and  weapons 
of  mass  destruction.  Rearmament  remains  a  high  pnority  for  Tehran  in  spite  of  economic  hardships.  Western 
governments  estimated  that  Iran  will  be  capable  of  producing  a  nuclear  device  withm  five  to  ten  years  ~  sooner  if 
key  technologies  are  imported  or  stolen  from  abroad.  Iran  may  have  6-10  separate  facilities  for  developing  nuclear 
weapons-related  technology,  and  it  has  concluded  agreements  with  Russia  and  China  to  obtain  additional  reactors. 
Russia's  $1  billion  deal  to  help  rebuild  Iran's  Bushehr  reactor  will  help  expand  the  regime's  nuclear  infrastructure 
and  cadre  of  technicians  and  engineers.  U.S.  intelligence  sources  have  pubhcly  described  Iran  as  also  having  active 
chermcal  and  biological  weapons  programs.  Until  recently,  however,  Tehran  has  not  had  the  means  of  reaching  Israel 
with  these  deadly  weapons.  Now  Iran  is  on  the  verge  of  acquirmg  a  new,  accurate  intermediate-range  missile  from 
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North  Korea,  known  as  the  Rodong.  This  system  will  be  able  to  hit  Israel  with  unconventional  weapons  from  a 
distance  of  800  miles,  and  has  already  been  tested  by  North  Korea.  The  missile  is  expected  to  soon  begin 
operational  trials  in  Iran. 

As  part  of  its  rearmament  program,  the  Islamic  Republic  has  been  buying  large  quantities  of  tanks,  advanced 
fighters,  submannes  and  missile  systems  from  eastern  Europe,  the  former  Soviet  republics,  China,  and  North  Korea, 
in  return  for  oil  and  gas.  The  Iranian  Air  Force  has  already  integrated  the  best  Iraqi  fighters  which  it  acquired  during 
the  Gulf  war.  Reports  continue  of  a  possible  deal  with  Russia  or  Ukraine  to  provide  the  Islaimc  Republic  Tu-22M3 
strategic  "Backfire"  bombers,  capable  of  reaching  targets  throughout  the  Middle  East,  including  Israel.  Two  Russian- 
made  attack  submarines  have  been  delivered.  Tehran  is  also  acquiring  production  facilities  for  many  of  these  arms, 
including  assembly  lines  for  T-72  tanks  and  perhaps  MiG-29  fighters.  Iran  recently  armounced  it  is  initiating 
production  of  an  indigenously-produced  lank. 

This  buildup  poses  a  long-term  strategic  threat  to  Israel  and  regional  U.S.  security  interests,  particularly  if 
Iran  obtains  long-range  ballistic  missiles  and  strategic  bombers.  Even  without  these  weapons,  it  is  not  safe  to  assume 
that  Iran's  threat  to  Israel  is  mimmized  by  the  distance  between  the  two  countries.  Iran  is  playing  an  important  role 
in  Syria's  military  growth  and  may  serve  as  a  ftiture  strategic  reserve  for  Damascus  in  the  post-Soviet  era.  Iran's 
support  of  Hezbollah  terrorists  operating  from  southern  Lebanon  against  civilian  populations  in  northern  Israel  further 
increases  the  threat  to  the  Israehs. 

Without  more  stringent  limitations  on  technology  exports  to  Iran  by  the  United  States  and  Europe,  including 
pressure  on  Russia  and  China,  the  mistakes  of  the  U.S.  policies  on  Iraq  may  be  repeated.  If  so,  Tehran  will  become 
a  nuclear  weapons  state  by  the  late  1 990s. 

Syria  has  resumed  its  quest  for  "strategic  parity"  with  Israel,  and  now  has  more  troops,  tanks,  aircraft,  and 
anillery  than  Israel.  The  Assad  regime  fields  armed  forces  totalling  over  400,000  men,  with  another  400,000  troops 
in  reserve.  Syria's  arsenal  includes  over  4,500  modem  tanks  and  some  600  sophisticated  combat  aircraft,  including 
MiG-29  interceptors  and  Su-24  fighter-bombers.  Synan  Scud-C  ballistic  missiles  can  carry  chemical  weapons,  which 
are  being  manufactured  and  stockpiled,  while  the  accuracy  of  its  SS-21  missiles  increases  Syria's  "first-strike"  attack 
capabilities  against  key  Israeli  installations,  including  air  bases  and  mobilization  points.  Devismg  methods  of  coping 
with  this  growing  offensive  military  capability  will  be  a  primary  consideration  for  Israel  in  its  efforts  at  political 
dialogue  with  Syria  over  the  Golan. 

Syria  received  a  financial  windfall,  totahng  almost  $3  billion,  from  the  GCC  states  as  payment  for  its 
nominal  contribution  in  the  Gulf  crisis.  Military  spendmg  was  increased  by  31  percem  in  1994.  The  European 
Union  has  lifted  its  arms  embargo  on  Syria,  which  may  allow  Damascus  to  upgrade  some  weaponry  with  Western 
components. 

Much  of  Syria's  military  budget  has  been  spent  on  modem  weaponry.  Syria  has  taken  delivery,  via  Iran, 
of  as  many  as  150  extended-range  North  Korean  Scud-C  missiles,  and  is  reportedly  building  new  launching  sites  for 
these  weapons.  This  has  more  than  doubled  the  size  of  Syria's  ballistic  missile  arsenal  and  given  it  the  ability  to 
hit  any  point  in  Israel.  Israeli  inteUigence  analysts  estimated  that  Syria  has  already  developed  prototype  ballistic 
missiles  and  will  be  able  to  produce  Scud-Cs  without  outside  help  within  two  years.  Damascus  also  retains  an 
interest  in  obtaining  M-9  intermediate-range  missiles  from  China. 

In  Apnl  1994,  Damascus  and  Moscow  agreed  on  a  new  $500  million  package  of  sophisticated  arms  and 
spare  parts,  including  up  to  500  new  tanks  and  fighters.  The  arms  being  acquired  are  higher-quahty  than  in  the  past. 
Soviet-bloc  weaponry  was  often  delivered  without  sensitive  components  and  subsystems  —  judged  to  be  too  secret 
to  export.  Today,  such  Cold- War  concerns  have  been  largely  outweighed  by  Russia's  financial  incentives  to  export 
arms.  In  addition,  agreement  was  reportedly  reached  to  forgive  virtually  all  of  Syria's  past  debt  for  arms  imports 
from  the  Soviet  Union. 

Syria  continues  to  expand  its  arsenal  of  weapons  of  mass  destmction.  China  provided  assistance  in  setting 
up  underground  ballistic  missile  assembly  hnes.  New  missile  launcher  vehicles  have  been  transported  from  North 
Korea  via  Russia.  The  Synans  can  now  manufacture  several  hundred  tons  of  chemical  warfare  agents  per  year  at 
four  separate  production  facilities.  These  can  be  deployed  as  warheads  on  Syria's  ballistic  missiles  or  bombs  for 
its  Su-24  strike  bombers. 

Additional  tanks  and  combat  aircraft  are  being  obtained  from  the  cash-starved  former  Soviet  republics  and 
eastern  European  states.  Syria  is  continuing  to  expand  its  ground  forces,  building  new  divisions  with  its  recent  tank 
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purchases.  Hundreds  of  new  T-72  tanks  have  begun  to  arrive  from  the  former  Czechoslovakia  and  from  Russia. 
Well  over  half  of  the  Syrian  tank  corps  now  fields  T-72s,  and  even  more  advanced  ex-Soviet  models,  such  as  the 
T-80,  may  be  obtained.  Syria  has  added  three  new  divisions  to  its  order  of  battle,  having  received  between  600  and 
800  new  T-72  tanks  since  1991.  New  self-propelled  artillery  and  rocket  launchers,  both  key  systems  for  offensive 
warfare,  have  also  been  acquired.  The  main  armored  and  mechanized  divisions  facing  Israel  on  Golan  are  kept  at 
a  high  state  of  readiness,  and  can  transition  to  an  offensive  posture  within  36  to  48  hours. 

Russia  and  Ukraine  may  also  provide  the  Syrian  Air  Force  with  additional  MiG-29  and  Su-24  aircraft.  SA- 
10  air-defense  missiles,  with  similar  capabilities  to  the  Patriot,  are  also  being  sought. 

The  Assad  regime  can  no  longer  look  to  Moscow  as  a  strategic  ally,  even  though  arms  transfers  continue 
from  Russia  on  a  cash  basis.  This  role  is  instead  being  filled  to  some  extent  by  Iran,  with  which  ties  have  grown 
steadily  in  recent  years.  As  its  domestic  defense  industry  grows,  Iran  could  become  a  strategic  reserve  for  Syria  in 
a  new  conflict  with  Israel. 

Syria  also  acts  as  an  arms  conduit  for  radical  forces  in  Lebanon.  Damascus  reportedly  has  supplied 
shoulder- laimched  anti-aircraft  missiles  to  Hezbollah. 

Libya,  despite  its  massive  arsenal  of  Soviet-supplied  weaponry,  has  until  recently  possessed  only  hmited 
capability  to  directly  attack  Israel.  Within  the  last  few  years,  Qaddafi  has  acquired  the  capacity  for  aerial  refueling, 
giving  Libyan  bombers  the  range  to  reach  Israel.  Libya,  like  Iran,  has  been  dealing  with  North  Korea  to  acquire  its 
intermediate-range  Rodong  balhstic  missile,  now  under  development.  This  will  allow  Qaddafi's  regime  to  target 
Israel  for  the  first  time.  Tripoli  is  also  continuing  to  fund  development  of  the  shorter-range  Otrag  and  Al-Fatah 
missiles.  Most  alarming  are  unconfirmed  reports  that  Libya  may  have  been  able  to  covertly  acquire  two  ex-Soviet 
SS-2S  mobile  intercontinental  ballistic  missiles.  If  true,  the  radical  Libyan  regime  could  conceivably  target  not  only 
the  entire  Middle  East,  but  North  America  as  well. 

A  second  imderground  chemical  plant  has  been  constructed  at  Tarhunah.  Added  to  the  Rabta  facility,  it 
gives  Libya  perhaps  the  largest  CW  capacity  in  the  region.  Libya's  current  isolation  makes  it  an  even  more 
unpredictable  factor  in  the  region. 

Iraq  made  Israel  a  prime  target  for  attack  during  the  Gulf  War.  While  much  of  Iraq's  remaining  arsenal 
of  unconventional  weaponry  has  already  been  destroyed,  Iraq  stiU  remains  a  long-term  concern  for  Israel's  security. 
Saddam  is  still  clearly  bent  on  rearming  Iraq.  Unless  sanctions  are  effectively  mamtained,  Iraq  could  rebuild  its 
former  power  in  several  years'  time.  Iraq's  standing  army  is  still  one  of  the  largest  in  the  Middle  East,  totaling 
several  hundred  thousand  troops. 

America's  rapid  October  1994  buildup  of  military  forces  in  Kuwait  deterred  Saddam  Hussein  from 
continuing  the  southward  deployment  of  his  rebuih  Republican  Guard  divisions.  Iraq  has  threatened  to  stop  long- 
term  UN  monitoring  initiated  to  prevent  Baghdad  from  reestablishing  its  weapons-of-mass-destruction  programs 
unless  sanctions  are  lifted.  American  and  UN  officials  have  stated  that  little  progress  has  been  made  m  dismantling 
Iraq's  abiUty  to  produce  biological  wea()ons. 

Much  of  Iraq's  chemical  arsenal,  nuclear  faciUties,  and  hundreds  of  mobile  ballistic  missiles  survived  the 
conflict  intact  and  Saddam  resisted  UN  efforts  to  destroy  them.  Although  Iraq  was  forced  to  destroy  many  of  its 
remaining  Al-Husayn  and  Al- Abbas  Scud  missiles,  it  is  believed  many  remain  hidden.  Estimates  on  the  number  vary 
from  200  to  300  remaining  missiles,  with  a  limited  number  of  launchers.  The  United  States  is  especially  concerned 
that  Iraq  may  be  able  to  restart  its  biological  warfare  program  because  of  the  difficulty  in  controlling  the  necessary 
manufacturing  technology.  CIA  Direaor  Woolsey  has  testified  that  Iraq  could  resurrect  its  chemical  manufacturing 
in  a  year  and  its  nuclear  program  within  a  few  years  if  monitoring  faltered. 

While  Iraq  continues  to  be  the  subject  of  inspections  for  weapons  of  mass-destruaion  and  has  agreed  to 
long-term  monitoring,  concern  exists  among  independent  observers  that  Baghdad  has  succeeded  in  shielding  a  portion 
of  Its  prohibited  technology  from  the  world.  There  are  also  stiU  7,000  nuclear  scientists  and  technicians  in  Iraq. 
If  sanctions  are  lifted,  Iraq  could  develop  nuclear  weapons  before  the  end  of  the  decade  and  resume  chemical  and 
biological  production  within  a  year.  UN  inspectors  cite  the  difficultly  of  constantly  monitoring  over  1,000  sites. 

The  Iraqi  armed  forces  have  been  rebuilding  and  reorganizing  -  now  fielding  some  400,000  troops  with 
2,500  tanks  and  1 ,700  artillery  pieces.  Top  priority  was  given  to  reestablishing  the  Republican  Guard  divisions  at 
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their  Ml  prewar  strength.  Approximately  300  combat  aircraft  and  nearly  600  helicopters,  almost  the  entire  prewar 
force,  are  also  operational.  Iraq  is  actively  rebuilding  its  conventional  arms  industry  which  was  heavily  damaged 
during  the  1991  war.   Small-scale  production  of  T-72  tanks,  artillery,  missiles  and  spare  parts  has  resumed. 

Saudi  Arabia  and  the  GCC  have  scaled  back  some  previous  deals  for  financial  reasons,  although  the  UAK 
is  planning  a  large  purchase  of  up  to  80  advanced  fighter  aircraft  this  year.  New  arms  agreements  since  the  Gulf 
crisis  have  totaled  almost  $25  billion,  in  spite  of  a  short-term  cash  shortage  which  has  led  to  the  delay  of  some 
acquisitions.  Saudi  Arabia  has  purchased  roughly  $50  biUion  in  weapons  and  military  construction  from  the  Umted 
States  in  the  last  ten  years,  includmg  sophisticated  AWACS,  advanced  missile  systems,  and  72  new  top-of-the-line 
F-15s,  which  will  have  a  major  effect  on  the  aerial  mihtary  balance  with  Israel.  Last  year  the  Saudis  also  fmahzed 
an  agreement  to  purchase  48  Tornado  strike  bombers  from  Britain.  The  Saudi  Navy  is  also  undergoing  a  major 
expansion,  as  it  seeks  to  acquire  three  new  frigates  as  part  of  its  ambitious  modernization  program. 

While  Saudi  Arabia  has  not  traditionally  been  thought  of  as  a  major  player  in  past  Arab  aggressions  against 
Israel,  the  massive  expansion  and  modernization  of  its  military  during  the  past  two  decades  has  given  Riyadh  the 
potential  to  play  an  important  supporting  role  in  a  futtire  conflict.  The  very  fact  that  this  capability  now  exists  will 
bring  pressure  from  other  Arab  states  to  join  m  s  mihtary  coahtion  aimed  at  Israel.  The  Saudi  armed  forces  gained 
confidence  and  experience  during  Operation  Desert  Storm,  possibly  making  them  an  even  more  formidable  potential 
threat  for  Israel. 

The  Arab  states  and  Iran  purchase  these  arms  from  dozens  of  difTerent  nations  around  the  globe.  The 
United  States  has  been  a  major  supplier,  selling  in  recent  years  billions  of  dollars  of  military  goods  and  services  to 
avowed  enemies  of  Israel.  American  sales  of  new  weapon  systems  to  hostile  Arab  nations  have  had  a  significant 
impact  on  the  military  balance  between  Israel  and  those  states  because  American  technology  is  often  superior  to  that 
of  competing  nations.  These  sales  have  significantly  raised  the  cost  to  Israel  of  mamtaining  its  own  defenses, 
eroding  its  quahtative  edge  and  exacerbating  the  strain  on  Israel's  economy.  Stronger  efforts  need  to  be  made  by 
the  Clinton  Administration  to  curb  the  regional  arms  race. 

Israel's  Defense  Needs: 

U.S.  assistance  to  Israel  has  a  critical  impact  on  the  security  of  the  Jewish  state  as  it  continues  to  face  these 
mihtary  threats.  While  Israel  will  benefit  in  the  short  term  from  the  reduction  in  Iraq's  mihtary  capability,  its  vital 
margin  of  security  nevertheless  continues  to  erode. 

Israel  had  to  make  hard  choices  in  order  to  afford  the  level  of  security  necessary  for  dealing  with  emerging 
threats.  In  1994,  Israel  purchased  22  F-15I  strike  bombers  m  order  to  better  deter  long-range  adversaries.  Israel's 
defense  requirements  continued  to  exceed  available  budgetary  resources,  however,  and  the  IDF  was  forced  to 
postpone  other  programs  in  order  to  pay  for  the  top-priority  aircraft.  The  United  States  has  helped  by  providing  50 
surplus  F-16  fighters  and  10  Blackhawk  hehcopters  to  the  Israel  Air  Force. 

The  erosion  in  Israel's  vital  margin  of  security  results  largely  from  the  severe  financial  and  budgetary 
shortfalls  faced  by  the  Government  of  Israel  for  a  number  of  years.  Indeed,  the  effects  of  recent  years'  defense 
budget  cuts  will  continue  to  be  felt  well  into  the  1990s.  Defense  exf)enditures  m  coming  years  will  continue  to  be 
hmited  and  the  Israel  Defense  Forces  are  facing  the  choice  of  cancelmg  important  projects  or  stretching  them  out 
over  extended  periods,  thus  dnving  up  their  ultimate  cost.  For  example,  Israel  recently  decided  not  to  proceed  at 
this  time  with  the  purchase  of  a  sophisticated  eariy-waming  radar  system. 

As  a  result  of  cuts  in  training  time  and  equipment,  the  capabihties  of  the  IDF's  reserve  forces— the 
foimdation  of  the  nation's  defense-have  diminished  in  recent  years. 

Despite  the  overall  defense  downsizing  Israel  is  facing,  a  number  of  important  steps  were  taken  within  the 
past  year  to  offset  the  cutbacks.  Last  year,  Israel  selected  the  F- 1 51  as  its  next-generation  fighter  aircraft.  Israel  has 
received  U.S.  rmlitary  equipment,  including  Apache  and  Blackhawk  hehcopters,  through  a  drawdown  of  U.S.  stocks. 
Surplus  USAF  F-16  fighters  have  been  transferred.  The  United  States  also  agreed  to  preposition  advanced  munitions 
in  Israel.  The  IDF  also  is  buying  additional  Apaches  and  MLRS  artillery  with  its  security  assistance  allotment.  The 
two  allies  have  also  agreed  that  Israel  will  have  a  direct  commumcations  downhnk  from  U.S.  early  warning  systems 
during  fiiture  cnses,  to  alert  Israel  to  fiiture  Scud  attacks.  The  Israeli  Navy  has  taken  dehvery  of  its  first  Saar  V 
missile  corvette.  When  dehvery  is  completed,  the  three  ships  will  be  the  largest  and  most  advanced  vessels  in 
service. 
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Still,  Israel's  ability  to  ftind  its  defense  requirements  faces  some  daunting  challenges.  Austerity  measiu-es 
have  sharply  cut  Israel's  defense  spending.  The  Israeli  defense  budget  shrank  from  10%  of  Israels  GNP  in  1986 
to  7.2%  in  1993.  National  defense  now  represents  roughly  17%  of  the  budget,  and  faces  increasing  competition 
because  of  the  demands  of  immigrant  absorption.  While  Israeli  military  planners  have  attempted  to  make  the  cuts 
without  eroding  Israel's  narrow  margin  of  safety,  reductions  of  this  magnitude  have,  inevitably,  added  to  the  element 
of  risk  in  many  areas. 

The  IDF  has  revised  its  multi-year  budget  and  prociuement  plans  in  light  of  the  continuing  financial  crunch, 
exacerbated  by  the  costs  associated  with  the  Gulf  war.  Among  the  options  the  Israeh  military  is  being  forced  to 
consider  are  a  further  reduction  in  the  size  of  the  IDF,  including  retiring  professional  soldiers  and  dismissing  civilian 
staff,  cutting  back  on  the  number  of  annual  days  for  reserve  duty,  reducing  investment  in  day-to-day  seciuity  within 
Israel  and  the  territories,  cancelmg  R&D  projects,  and  disbanding  various  commands  within  the  IDF.  The  IDF's 
former  Chief-of-Staff,  Lieutenant  General  Ehud  Barak,  stated  that  the  defense  cutbacks  are  leading  to  reductions  in 
tanks,  mechanized  artillery,  aircraft,  and  training  of  reserves. 

'  In  recent  years,  active  combat  units  have  been  disbanded,  reduced  in  size,  or  converted  into  reserve 
formations.  Aircraft  have  been  mothballed.  This  has  decreased  the  niunber  and  size  of  army  brigades  and  air  force 
squadrons  available  to  meet  a  surprise  attack.  This  means  a  serious  decUne  in  Israel's  visible  deterrent  capability 
as  well  as  a  decline  in  its  war-fighting  abiUty. 

Faced  with  a  manpower  surplus,  thousands  of  active-duty  military  personnel  have  been  released  from  the 
IDF.  Pay  cuts  and  personnel  releases  have  produced  an  exodus  of  highly  trained  and  motivated  professionals. 
Ammunition  and  equipment  stockpiles  have  suffered  deep  cuts  in  order  to  lessen  the  impact  of  reductions  in  other 
areas. 

As  a  result  of  this  downsizing,  the  multi-year  plan  calls  for  funds  to  be  diverted  towards  defense  research 
and  development,  in  order  to  create  a  leaner,  more  modem  military.  But  expenditures  on  R&D  have  also  been 
subject  to  reductions.  This  has  diminished  Israel's  ability  to  develop  and  produce  the  unique  new  weapons  and 
countermeasures  needed  to  confront  increasingly  sophisticated  weapons  entermg  Arab  arsenals.  This  m  turn  reduces 
Israel's  qualitative  advantage  over  its  opponents.  Increasmgly,  Israel  will  have  to  count  on  its  own  technologies  to 
stay  ahead  of  its  adversaries,  as  the  West  is  more  willing  to  sell  Arab  states  weaponry  matching  that  of  Israel. 
Within  the  past  several  years,  Israeli  defense  industries  were  forced  to  reduce  their  staffs  and  plant  faciUties  and  thus 
are  less  able  to  support  Israel's  military  needs.  Israel  Military  Industries  (TAAS),  Rafael,  and  Israel  Aircraft 
Industries,  the  country's  leading  defense  manufacturers,  have  been  especially  hard- hit. 

These  ongoing  reductions  in  Israel's  defense  resources  contiiue  to  make  American  Foreign  Military 
Financing  (FMF)  aid  to  Israel  a  vital  component  of  that  nation's  ability  to  defend  itself  and  thus  maintain  stability 
in  the  region.  In  order  for  Israel's  qualitative  edge  to  be  maintained,  it  is  paramount  that  the  United  States  continue 
current  levels  of  security  assistance.  The  real  value  of  this  aid  has  declined  due  to  inflation  and  rising  costs  of  U.S. 
weapon  systems  by  more  than  a  third.  In  particular,  this  assistance  will  help  to  fiirther  upgrade  Israel's  air  force  — 
whose  margin  of  superiority  over  its  adversaries  remains  the  cornerstone  of  Israel's  security  doctrine  -  particularly 
through  the  acquisition  of  additional  fighter  aircraft. 

One  longstanding  and  vital  feature  of  Israel's  secunty  assistance  is  the  ofif-shore  procurement  (OSP) 
component,  which  allows  Israel  to  spend  a  small  percentage  of  its  military  aid  in  Israel.  This  is  important  to  both 
nations,  primarily  because  it  helps  preserve  Israel's  qualitative  edge.  Israel  increasingly  perceives  its  ability  to  stay 
technologically  ahead  of  its  potential  adversaries  as  primarily  dependent  upon  its  own  resources  and  capabilities. 
OSP  increases  Israel's  defense  self-sufficiency  by  maintaining  the  viability  of  its  miUtary  industries. 

One  vital  measure  that  would  counter  the  erosion  of  Israel's  deterrent  capabilities  would  be  the  upgrading 
of  Israel's  status  to  that  of  our  NATO  allies  on  issues  of  technology  cooperation.  President  Clinton,  in  a  March  3 1 , 
1993,  letter  of  reply  to  Senator  Connie  Mack,  indicated  he  had  assured  Prime  Minister  Rabin  that  technology 
transfers  to  Israel  would  be  evaluated  according  to  the  same  criteria  as  NATO  members.  We  are  concerned, 
however,  that  the  President's  pledge  to  allow  the  sale  of  importaiu  supercomputer  technology  to  Israel  may  be 
blocked  by  bureaucrats  who  oversee  U.S.  export  controls. 

For  the  foreseeable  fumre,  Israel  continues  to  face  long-term  reductions  m  the  size  of  its  military  forces. 
What  is  lost  m  quantity  must  be  made  i^  in  the  qualitative  enhancements  provided  through  the  development  and  use 
of  advanced  technologies.  Both  domestic  development  and  foreign  acquisition  of  these  technologies  are  expensive, 
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but  vital  if  Israel  is  to  maintain  its  military  edge  and  thus  remain  a  stable  deterrent  against  potential  adversaries 
whose  capabilities  contmue  to  grow. 

Today,  I  come  before  you  to  ask  that  you  take  the  very  serious  security  risks  facing  Israel  into  account  when 
you  consider  the  level  of  aid  to  Israel  for  FY  1996.  What  this  Committee  does  will  have  a  direct  impact  on  Israel's 
security,  in  an  environment  where  there  is  much  less  room  for  error  than  in  the  past.  U.S.  aid  is  indispensable  to 
prevent  any  further  erosion  m  Israel's  narrow  margin  of  security  in  a  situation  where  its  forces  have  been  cut  while 
those  of  Its  adversanes  —  contmue  their  rapid  growth. 

Sustaining  the  Peace  Process 

A  close  relationship  between  the  United  States  and  Israel  is  critical  to  sustainii  g  the  Middle  East  peace 
process  because,  experience  shows,  progress  is  achieved  in  negotiations  only  when  there  is  close  cooperation  and 
coordination  between  the  two  countries.  Of  course,  U.S.  military  and  economic  assistance  to  Israel  is  a  vital 
component  of  the  close  bilateral  relationship.  President  Clinton  and  Secretary  of  Stale  Christopher  have  both 
appropriately  spoken  out  in  support  of  the  current  levels  of  assistance  to  Israel  in  the  context  of  the  peace  process. 
As  I  mentioned  in  my  opening  section.  President  Clinton  has  stated  —  and  Secretary  Christopher  has  concurred  on 
numerous  occasions  —  that  "this  vital  aid  encourages  long-term  stability  in  the  region  and  demonstrates  our 
commitment  to  Israel's  sovereignty  and  security."  Conversely,  tensions  between  the  United  States  and  Israel 
undermine  the  foundations  of  the  peace  process  and  reduce  the  chances  that  progress  will  be  achieved. 

This  basic  principle  -  that  U.S. -Israeli  cooperation  advances  peace  while  tensions  between  these  nations 
undermine  it  -  is  true  for  three  basic  reasons: 

(1)  Israel  must  have  confidence  in  the  United  States  to  take  the  risks  for  peace  sought  by  American 
officials.  Long  and  bitter  experience  has  convinced  the  Israeh  public  that  it  cannot  rely  on  Arab  goodwill  and 
sincerity,  nor  on  steadfast  support  from  other  nations.  Only  America's  reliability  as  an  ally  of  Israel  will  enable 
IsraeUs  to  proceed  with  agreements  that  entail  major  risks,  such  as  the  Israel-PLO  Declaration  of  Principles  and  the 
other  agreements  which  Prime  Minister  Rabin  is  working  to  consummate  with  Israel's  interlocutors  in  the  Madrid 
bilateral  negotiations.  As  Secretary  of  State  Warren  Christopher  stated  after  the  historic  signing  of  the  Israel-PLO 
accord,  "Only  an  Israel  that  is  strong,  confident  and  secure  can  make  peace.  Only  an  Israel  that  is  certain  of  its 
strategic  partnership  with  the  United  States  can  take  the  necessary  risks." 

(2)  Arab  incentives  to  move  forward  in  the  peace  process  also  depend  on  their  perception  that  the  U.S.- 
Israel  alliance  is  an  immutable  bond  that  cannot  be  severed.  Arab  radicals  are  dissuaded  from  the  ahemative  of  the 
war  option  only  when  they  believe  that  American  support  for  Israel  makes  military  success  too  risky.  Similarly, 
Arab  moderates  are  not  attracted  to  direct  negotiations  with  Israel  when  they  fwrceive  that  the  alternative  path  of 
pressuring  the  United  States  to  "deliver"  Israel  has  any  chance  of  success.  An  Arab  rejectionist  codified  this  as  the 
principle  that  "the  road  to  the  liberation  of  Palestine  runs  through  Washington."  To  combat  such  reasoning.  Secretary 
of  State  Christopher  said  m  Jerusalem  in  1993,  when  asked  about  Palestinian  demands  regarding  Israel's  handhng 
of  the  Hamas  banishment  issue,  "I'm  not  in  the  business  of  pressuring  the  Israelis  to  do  anything.  It's  a  Govenmient 
that  takes  action  in  its  own  interest."  Secretary  Christopher  also  told  reporters  he  believes  the  Rabin  Government 
is  doing  "all  it  can"  to  achieve  a  just  and  lasting  peace  with  security  and  acceptance  from  Israel's  neighbors. 

(3)  The  United  States'  effectiveness  as  an  intermediary  ~  and  no  past  success  in  Arab-Israeh  peacemaking 
was  achieved  without  the  support  of  the  Umted  States  ~  depends  on  its  close  relationship  with  Israel.  This  enables 
the  Arabs  to  look  to  America  as  the  one  outside  party  that  has  influence  in  Jerusalem,  and  it  enables  the  Israelis  to 
trust  the  United  Stales  in  a  world  that  is  often  hostile. 

Long  experience  in  the  peace  process  has  demonstrated  the  truth  of  these  principles,  in  each  of  the  major 
past  successes  of  the  peace  process;  the  two  Israeli-Egyptian  disengagement  agreements  (1974  and  1975);  the  Israeli- 
Syrian  disengagement  agreement  (1974);  the  Camp  David  accords  (1978);  and  the  Israeli-Egyptian  peace  treaty 
(1979),  and  the  Israel-Jordan  peace  agreement  (1994).  Even  the  1993  Israel-PLO  Declaration  of  Principles  (DOP), 
which  was  negotiated  in  Oslo  without  American  participation,  proves  the  truth  of  these  principles.  The  EKDP  became 
possible  only  after  the  Chmon  Administration  rebuffed  the  PLO's  efforts  to  persuade  the  United  States  to  pressure 
Israel  into  making  unilateral  concessions,  thus  forcing  the  PLO  into  the  give-and-take  Oslo  negotiations  which 
produced  the  DOP. 
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Conversely,  American  peace  initiatives  that  are  not  built  on  the  foundation  of  close  cooperation  with  Israel 
invariably  founder.  This  was  the  case  with  the  Rogers  Plan  in  1969,  the  Reagan  Plan  in  1982,  and  the  Shultz 
initiative  in  1988,  all  of  which  failed  in  spite  of  the  great  energy  put  behind  them  by  the  Administrations  of  the  time. 
A  particularly  powerful  example  of  how  U.S.-Israeli  tensions  undermine  the  peace  process  was  President 
Eisenhower's  use  of  the  threat  of  American  sanctions  to  force  Israel  to  return  the  Sinai  to  Egypt  in  1957  without  a 
peace  treaty. 

When  American  actions  remind  the  Arabs  of  the  "Eisenhower  model,"  direct  negotiations  for  peace  are 
undermined.  When  the  United  States  proceeds  on  the  proven  principle  that  close  coordination  between  the  United 
States  and  Israel  -  including  U.S.  militarv  and  economic  assistance  to  Israel  as  needed  -  is  the  foundation  of  the 
peace  process,  real  opportunities  for  progress  emerge.  In  its  first  year-and-a-half  the  Clinton  Administration  has 
upheld  this  principle,  and  I  am  hopeful  that  the  Congress  will  do  as  well  by  accepting  the  President's  FY  1996  Israel 
aid  request  and  by  taking  other  steps  to  nurture  the  U.S.-Israel  relationship. 

Bolstering  Israel's  Economy 

Israel  has  been  a  good  economic  investment  for  the  United  States;  American  aid  dollars  and  loan  guarantees 
get  returned  many  times  over  to  the  United  States  in  the  form  of  American  exports  to  Israel  of  both  civilian  and 
defense  goods.  The  restructuring  of  the  Israeli  economy,  which  has  been  promoted  and  facilitated  by  the  United 
States,  is  creating  new  economic  opportunities  for  Israelis  and  Americans  alike.  With  American  help,  Israel  has 
maintained  a  path  of  bold  and  successful  economic  reform.  As  it  prepares  to  enter  the  2 1st  century,  the  country  is 
truly  competing  on  a  global  level.  A  combination  of  U.S.  foreign  assistance  and  an  unprecedented  domestic  push 
toward  privatization  has  moved  Israel's  economy  from  stagflation  to  world-envied  growth  in  less  than  a  decade. 

The  Israeli  economy  has  gone  through  a  stunmng  decade  of  restructuring  and  expansion.  In  response  to 
hyperinflation  and  sluggish  growth,  each  government  since  the  1980s  has  pursued  a  course  of  economic  reform, 
including  tough  anti-inflation  policies  and  major  reductions  in  the  government's  role  in  the  economy.  Israel's 
recovery  program  has  included  some  of  the  toughest  austerity  measures  ever  imposed  by  a  democracy.  This  reform 
process  is  taking  place  even  as  Israel  continues  deaUng  with  the  twin  economic  burdens  of  high  spending  for  national 
defense  and  immigrant  absorption. 

The  process  of  opening  the  economy  to  market  forces  has  led  to  impressive  results: 

Economic  Growth  Growth  in  the  gross  domestic  product  (GDP)  has  averaged  5.5  percent  in  the  1990s. 
In  1994,  GDP  increased  by  6.8  percent,  among  the  highest  rates  m  the  industrialized  world.  Aimual  income  per 
person  is  about  $13,700. 

Inflation:  Inflation,  which  was  at  400  percent  in  the  mid-1980s,  was  reduced  to  single  digits  by  1992  thanks 
to  a  major  stabiUzation  program.  However,  since  1992,  when  inflation  stood  at  9  percent,  prices  have  been  creeping 
back  up.  Inflation  in  1994  exceeded  14  percent  mainly  due  to  an  unexpected  upturn  in  housing  and  food  prices; 
preliminary  1995  figures  indicate  a  reduction  in  the  inflation  rate  so  far  this  year. 

Unemployment:  In  the  early  1990s,  unemployment  climbed  into  double  digits  due  to  a  population  surge 
from  new  immigrants.  In  the  last  year  alone,  however,  unemployment  dropped  from  10  percent  to  7.6  percent.  The 
unemployment  rate  for  new  immigrants  decreased  from  38  percent  in  1991  to  12  percent  in  1994. 

The  vast  improvements  in  the  Israeli  economy  are  being  recognized  in  international  financial  circles.  The 
Union  Bank  of  Switzerland,  for  example,  recently  named  Israel  one  of  the  world's  "top  five  countries  for  future 
economic  competitiveness"  along  with  China,  Japan,  Korea,  and  Singajxire.  Standard  and  Poor's,  which  upgraded 
Israel's  credit  rating  to  a  BBB+  in  1993,  visited  Israel  recently  and  is  considering  elevating  the  rating  even  higher. 
A  Goldman  Sachs  report  says  that  S&P  should  upgrade  Israel's  rating  because  of  "the  improvement  in  Israel's 
sovereign  credit  indicators,  coupled  with  the  progress  toward  peace  in  the  region."  Moody's  also  visited  Israel 
recently  to  assign  its  own  rating. 

Economic  Reform: 

Since  1985,  Israel  has  been  implementing  an  ambitious  plan  of  economic  reform  based  on  several  principles: 
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♦  Reducing  the  role  of  the  government  in  the  economy  and  cut  the  budget  deficit; 

♦  Promoting  greater  reliance  on  market  mechanisms  and  competition  in  the  world  economy; 

♦  Reducing  government  barriers  to  private  investment  and  trade. 
The  results  of  Israel's  economic  restructuring  program  are  impressive: 
Budget  Policy  -   Reducing  Deficits,  Changing  Priorities: 

♦  The  budget  deficit  has  been  cut  in  half  from  5  percent  of  GDP  in  1991  and  1992  to  about  2.5  percent 
in  1994. 

♦  Several  measures  were  implemented  to  achieve  this  deficit  reduction:  drastic  budget  cuts  (government 
spending  has  decreased  by  10  percent  as  a  share  of  GDP  since  1986);  elimination  of  most  government  subsidies 
(reduced  from  3.5  percent  of  spending  in  1989  to  1.8  percent  in  1994);  and  privatization  of  government  enterprises 
(see  below). 

«  The  government  has  also  reduced  the  tax  burden  in  recent  years,  including  cuts  in  the  value-added  tax, 
corporate  income  tax,  travel  tax,  tariffs,  and  mcome  tax  rates  for  individuals.  These  tax  policies  have  reduced  the 
tax  burden  by  4  percent  of  GDP  since  1988.  In  its  FY  1995  budget,  the  government  is  reducmg  taxes  by  $300 
million,  mcluding  cuts  in  employers'  national  insurance  taxes  ($200  milhon)  and  indirect  taxes  ($70  million).  Further 
tax  cuts  for  the  middle  class  were  decided  by  the  Israeli  government  last  month. 

♦  The  Government  has  removed  itself  from  the  housing  construction  business  and  has  instituted  new  tax 
incentives  and  matching  ftjnds  for  private  sector  research  and  development. 

Privatization: 

♦  Israel's  once  centralized  economy  is  gradually  being  disassembled  through  an  aggressive  strategy  of 
privatization.  In  1993,  the  govermnent  sold  more  than  $1.2  billion  worth  of  holdings  to  the  private  sector.  In  1991 
and  1992,  the  government  sold  $393  million  and  $633  million  respectively. 

♦  Although  final  figures  are  not  yet  available,  privatization  efforts  slowed  slightly  in  1994.  But  in  1995, 
the  government  is  exf)ected  to  accelerate  privatization  by  selling  an  estimated  $1.4  billion  worth  of  assets,  according 
to  a  recent  U.S.  State  Department  report.  Last  month.  Finance  Minister  Avraham  Shohat  announced  that  Israel's 
ministerial  economics  committee  had  approved  an  options  program  aimed  at  speeding  up  the  government's 
privatization  scheme.  Some  of  Israel's  most  attractive  companies  will  be  candidates  for  the  program,  including  the 
Zim  shipping  company  and  the  four  biggest  banks. 

♦  Companies  undergoing  either  complete  or  partial  sale  include:  El  Al  Airlines;  Israel  Housing  and 
Development  Corporation;  Malam  Systems  (computers);  Israel  Shipyards;  Koor  Industries;  and  Tourism  Enterprises 
Development.  The  Government  also  is  selling  off  shares  of  Bezeq  (telecommunications)  and  Israel  Chemicals  Ltd. 

Capital  Markets: 

♦  The  government  has  implemented  substantial  deregulation  of  the  capital  markets.  Foreign  exchange 
controls  have  been  liberalized  to  ease  borrowing  requirements,  increase  competition,  and  encourage  international 
investment  and  trade. 

♦  In  response  to  high  inflation,  the  Bank  of  Israel  has  been  raising  interest  rates  and  slowing  the  money 
supply. 

♦  The  government,  which  was  forced  to  bail  out  Israel's  collapsing  banks  in  the  early  1980s,  has  been 
actively  and  successfully  selhng  off  its  shares  of  Israel's  banks. 
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Investment  Incentives: 

♦  In  1994,  the  Israeli  Knesset  and  Cabinet  approved  the  creation  of  a  Foreign  Export  Processing  Zone 
(FEPZ),  which  will  attract  foreign  investment  by  offering  export-oriented  businesses  a  environment  free  from 
government  intervention.   The  500-acre  export  zone  wiU  be  located  m  the  Negev  region  near  Beersheba. 

♦  Firms  that  establish  operations  in  the  FEPZ  will  receive  an  income  tax  exemption  for  the  first  20  years 
of  operation,  as  well  as  fiill  exemption  from  import  and  export  duties  and  taxes. 

Trade  Liberalization: 

Free  trade  has  been  a  very  important  part  of  Israel's  integration  into  the  world  economy.  Israel  has  not  only 
removed  tariffs  but  has  also  eliminated  quotas,  licensing  restrictions,  and  non-tariff  bamers.  Israel  is  currently 
negotiating  a  free-trade  agreement  with  Canada.  Israel  has  been  a  member  of  the  General  Agreement  on  Tariffs  and 
Trade  (GATT)  since  1963,  and  is  in  the  process  of  ratifying  the  new  Uruguay  Round  world  trade  agreement. 

As  a  small  country,  Israel  relies  heavily  on  trade  for  its  economic  well-being.  For  example,  exports  account 
for  more  than  40  percent  of  industrial  production,  of  which  half  is  made  up  of  high-technology  products.  For 
decades,  though,  Israel  was  snubbed  both  economically  and  politically  by  many  countries  that  adhered  to  the  Arab 
boycott  of  Israel.  The  changing  geopohtical  climate  in  the  Middle  East,  combined  with  a  more  open  global  trading 
system,  are  allowing  Israel  to  seek  and  expand  new  export  markets,  particularly  in  Asia.  In  1994,  Israel's  exports 
to  Asia  rose  to  $2.4  billion,  more  than  a  25  percent  increase. 

Israel's  Greatest  Asset  —  Human  Capital: 

Israel  has  one  of  the  most  highly  educated  workforces  in  the  world.  On  a  per-capita  basis,  Israel  has  more 
scientists,  doctors,  and  engineers  than  any  other  country.  Israel  spends  about  3  percent  of  its  GDP  on  research  and 
development,  among  the  highest  rates  in  the  worid. 

The  influx  of  immigrants  from  the  former  Soviet  Union  has  added  unprecedented  talent  to  Israel's  pool  of 
himian  capital.  Included  among  the  newcomers  are  many  engineers,  doctors,  and  physicists.  Not  all  of  these 
immigrants  with  advanced  degrees  have  yet  been  able  to  find  work  commensurate  with  their  skills.  But  overall,  their 
presence  is  making  Israel  one  of  the  most  skilled,  competitive,  and  anractive  labor  forces  in  the  world. 

Conclusion: 

The  challenge  for  the  United  States  now  is  to  continue  to  support,  reinforce,  and  accelerate  growth  in  the 
Israeli  economy  while  encouraging  continued  economic  reforms.  Currently,  aid  to  Israel  is  primarily  defense- related 
-  used  either  to  purchase  military  equipment  or  to  help  service  debt  used  to  purchase  military  equipment  in  the  past. 
The  defense  burden  on  the  Israeli  economy  is  extraordinary,  and  American  aid  is  vital  if  Israel  is  to  maintain  its 
qualitative  military  edge.  Without  such  aid,  Israel  would  not  be  able  to  simultaneously  defend  itself,  absorb 
immigrants,  and  reform  its  economy.  Without  American  aid,  one  ~  or  more  -  of  these  areas  would  have  to  give, 
and  both  America  and  Israel  would  feel  the  pain. 

Moreover,  Israel  continues  to  struggle  with  the  negative  effects  on  its  economy  of  the  persistent  Arab 
economic  boycott,  which  has  hampered  Israel's  economic  growth  since  its  creation  in  1948.  According  to  a  1994 
study  by  the  International  Trade  Commission  (ITC),  the  Arab  boycott  of  Israel  has  cost  U.S.  business  approximately 
$410  million  in  1993.  In  addition,  the  ITC  study  found  that  the  cost  of  complying  with  U.S.  laws  Cost  an  additional 
$160  million  that  same  year.  U.S.  Trade  Representative  Mickey  Kantor,  who  requested  the  study,  commented  "[t]his 
fmding  underiies  the  critical  importance  of  endmg  the  Arab  League  boycott  in  its  entirety." 

However,  some  progress  on  the  boycott  occurred  in  1994.  The  Gulf  Cotqieration  Coimcil  (GCC),  after 
meeting  with  Secretary  of  State  Warren  Christopher  at  the  UN,  armounced  on  September  30  the  effective  end  of  its 
member  states'  compliance  with  "provisions  of  the  Arab  boycott  of  Israel"  in  light  of  the  progress  achieved  in  the 
peace  process.  Upon  an  examination  of  the  "mutual  interests  of  the  GCC  and  its  trading  partners,.. .[the]  secondary 
and  tertiary  boycott  are  no  longer  a  threat,"  the  GCC  communique  said.  This  move  came  after  Commerce  Secretary 
Ron  Brown  was  assured  in  January  by  a  senior  Arab  League  official  that  the  League  would  discuss  ending  the 
boycott  at  its  March  session,  the  issue  was  not  even  raised  at  the  meeting. 
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The  GCC,  representing  the  Arab  world's  richest  countries,  pledged  also  to  support  an  Arab  League's  review 
of  the  economic  boycott  of  Israel.  According  top  press  reports,  U.S.  officials  privately  warned  Saudi  Arabia  prior 
to  the  GCC  announcement  that  the  United  States  was  considering  to  investigate  and  possibly  seek  sanctions  under 
U.S.  trade  law  for  the  21-member  Arab  League's  unfair  trade  practices.  Moreover,  the  United  Stales  has  over  the 
years  pressured  the  Arab  states  to  end  the  economic  boycott;  both  the  Clinton  Administration  -  particularly  Warren 
Christopher  —  and  Congress  played  an  important  role  in  underscoring  American  resolve  on  this  subject.  Jordan 
ended  its  participation  in  the  boycott  when  it  joined  Egypt  to  become  the  only  Arab  nations  to  have  concluded  full 
peace  treaties  with  Israel. 

Yet  the  boycott  is  still  hurting  Israel,  and  the  other  major  burdens  -  defense,  immigrant  absorption,  and 
economic  reform  --  are  still  weighing  heavily  on  the  Israeh  economy.  American  aid  remains  critical.  Although  the 
nominal  level  of  aid  to  Israel  has  remained  steady  for  nine  years,  the  real  value  of  this  aid  is  constantly  declining. 
Talcing  into  account  inflation,  our  aid  package  to  Israel  has  eroded  in  value  by  over  $1  billion  (or  33  percent)  since 
1986  (see  Chart  4).  The  effects  of  inflation  are  somewhat  mitigated,  however,  by  the  early  disbursal  of  military  and 
economic  aid:  In  receiving  its  aid  package  sooner,  Israel  is  able  to  regain  a  small  part  of  the  aid  lost  to  inflation. 
The  aid  remains  a  relatively  small,  but  vital,  American  investment  -  and  most  of  it  is  immediately  returned  to  the 
United  States.  Furthermore,  Israel  has  signed  an  agreement  with  Washington  committing  itself  to  purchasing  at  least 
an  equivalent  amount  in  U.S.  goods  to  the  economic  aid  it  receives  from  the  United  States. 

Fostering  Immigrant  Absorption 

As  a  result  of  the  successful  efforts  by  the  U.S.  Congress  and  Administration  in  wirming  the  freedom  of 
Jews  throughout  the  world,  Israel  will  be  absorbing  an  estimated  one  million  immigrants  by  the  end  of  the  century  - 
-  a  remarkable  population  increase  of  more  than  20  percent.  This  is  an  unprecedented  challenge,  equivalent  to  the 
United  States  absorbmg  50  milhon  new  immigrants.  More  than  a  half-million  Jews  have  already  unmigrated  to  Israel 
since  the  beginning  of  this  decade,  boosting  its  population  by  approximately  12  percent.  Israel  took  in  200,000 
immigrants  m  1990,  176,000  in  1991,  77,000  m  1992,  77,000  m  1993,  and  82,000  in  1994. 

The  colossal  immigration  wave  has  presented  Israel  with  a  great  blessing  as  well  as  an  enormous  challenge. 
Socially,  politically,  and  culturally,  the  new  immigrants  will  have  little  trouble  adjusting  to  their  new  home.  The 
greatest  challenge  lies  in  their  economic  absorption.  In  the  short  term,  the  500,000  immigrants  constitute  an 
economic  burden.  But,  at  the  same  time,  they  have  given  Israel  a  tremendous  source  of  educated,  well-tramed  labor, 
able  to  help  the  country  in  the  long  run. 

The  cost  of  absorbing  these  new  immigrants  is  enormous.  The  population  increase  requires  Israel  to  invest 
in  a  vast  expansion  of  infrastructure.  Large  ventures  are  already  occurring  in  housing,  transportation,  education,  job 
training,  and  job  creation.  Israel's  government  spent  approximately  20%  of  its  1993  budget  on  absorption  -  up  from 
7.6  percent  in  1990. 

Most  of  the  cost  incurred  by  absorption  will  be  borne  by  domestic  Israeli  sources  and  contributions  from 
world  Jewry;  however,  for  the  expansion  to  be  a  success,  foreign  assistance  is  also  necessary.  To  this  end,  the  $10 
bilhon  in  American  loan  guarantees  -  provided  at  no  cost  to  the  American  tax  payer  -  has  helped  Israel  climb  into 
the  global  economy. 

If  proper  fmancing  continues,  the  real  power  of  Israel's  economic  potential  will  be  realized,  and  one  of 
history's  most  massive  immigrant  absorption  efforts  will  be  a  success. 

The  United  States  has  never  experienced  immigration  of  this  magnitude  (as  a  percentage  of  total  population), 
yet  each  wave  of  imrmgration  to  America  has  resulted  in  economic  expansion.  Israel  has  had  similar  experiences, 
and  considering  the  education  levels  of  the  current  immigrants,  this  new  wave  should  be  no  different. 

The  levels  of  educational  and  technical  skill  of  the  imrmgrants  far  exceed  those  of  the  Israeli  population, 
which  aheady  are  among  the  highest  in  the  world.  According  to  Israeli  Absorption  Ministry  figures,  52%  of  the 
inmiigrants  from  the  former  Soviet  Union  who  have  come  to  Israel  since  1989  have  a  high  level  of  education.  The 
immigrants  include  62,000  engineers  and  architects,  10,000  scientists,  13,400  physicians,  27,700  teachers,  13,250 
artists,  and  over  6,000  communications  specialists. 
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As  a  percentage  of  population,  there  are  more  than  13  tunes  the  number  of  engineers  and  architects  among 
the  immigrants  than  there  are  in  the  existing  Israeli  population,  twice  as  many  technicians,  and  six  times  as  many 
physicians.  This  high  level  of  knowledge  and  skill  will  lead  to  a  significant  increase  in  the  productivity  of  the 
business  sector,  especially  in  the  high-technology,  research-and-developmera,  and  other  export-one nted  industries, 
if  the  proper  levels  of  investment  are  made. 

Since  1990,  some  386,000  new  jobs  have  been  created  in  Israel.  Of  this  total,  357,000  jobs  (92  percent) 
are  in  the  private  sector.  As  a  result  of  pnvaie  sector  job  growth,  unemployment  m  Israel  has  dropped  mto  single 
digits  the  past  few  years.  While  unemployment  and  underemployment  of  new  immigrants  is  still  among  the 
country's  most  pressing  economic  problems,  successful  job  creation  is  easing  the  transition  for  these  newcomers. 
Some  140,000  more  imrmgrants  had  jobs  in  1994  than  in  1991. 

Israel's  relative  success  in  absorbing  new  immigrants  into  the  economy  has  been  aided  by  two  major  factors. 
First,  the  economic  reform  program  has  encouraged  business  expansion  and,  thus,  new  job  opportunities.  Second, 
the  U.S.  loan  guarantee  program  has  enabled  Israel  to  obtain  the  foreign  cs^jital  it  needs  to  keep  the  economy 
growing  while  its  population  grows  so  rapidly. 

The  fimds  raised  through  the  guarantees  expand  the  pool  of  low  interest  investment  capital  available  to 
Israeli  businesses.  Easier  access  to  capital  by  businesses  allows  the  economic  absorption  of  the  immigrants  to  be 
driven  by  the  private  sector.  A  portion  of  the  U.S.  guaranteed  funds  are  used  to  enlarge  the  nations  infrastructure  - 
-  roads,  airports,  electricity,  sewage  treatment  —  to  cope  with  the  increased  demands  of  a  larger  population  and 
growing  business  sector.  Since  the  loan  guarantees  were  made  available  to  Israel,  there  has  been  a  substantial 
increase  in  imports  of  U.S.  capital  goods. 

Amidst  the  arrival  of  tens  of  thousands  of  refiigees  on  regular  flights,  behind-the-scenes  rescue  operations 
in  war-torn  regions  of  Central  Europe,  the  Caucasus,  and  the  Muslim  republics  continue.  These  airlifts  are  bringing 
refugees  to  Israel  almost  daily. 

In  the  last  four  months,  dozens  of  Jews  fleeing  the  war-torn  breakaway  republic  of  Chechnya  were  airlifted 
to  Israel  in  an  ongoing  rescue  operation  coordinated  by  Israel's  Jewish  Agency. 

As  the  fiill  scope  of  the  atrocities  in  the  former  Yugoslavia  unfolds,  Israeli  rescue  missions  in  strife-ridden 
Sarajevo  have  accelerated.  To  date,  more  than  1 ,200  Jewish  refugees  from  Croatia  and  Bosnia  have  been  transported 
to  Israel  m  1 1  rescue  missions. 

It  was  revealed  last  October  that  3,800  Jews  had  left  Syria  since  1992,  when  President  Hafez  Assad  hfted 
travel  restrictions.  Approximately  1,300  of  them  went  to  live  in  Israel.  Only  an  estimated  230  Jews  have  chosen 
to  remain  in  Syria. 

Israel's  Ethiopian  community  has  more  than  doubled  to  51,000  following  the  heroic  airlift  (Operation 
Solomon)  of  14,000  Ethiopian  Jews  from  Addis  Ababa  in  May  1991.  Some  8,000  were  brought  in  after  the  rescue 
operation.  Only  a  few  hundred  remain,  most  in  extremely  remote  locations  accessible  only  by  foot.  The  arrival  of 
7,000-8,000  Falashmora  -  Jews  who  converted  to  Christianity  -  is  expected  to  boost  in  the  near  ftittu-e  the  2,000 
already  in  Israel. 

As  the  economic  and  political  situation  in  the  former  Soviet  Union  deteriorates,  Israel  is  bracing  for  the 
possibility  of  new  waves  of  refugees.  Approximately  600,000  Jews  hold  applications  to  immigrate  to  Israel.  It  is 
estimated  that  over  1 .3  milhon  Jews  remain  in  the  former  Soviet  Umon. 

Nationalist  groups  such  as  Pamyat  remain  active  and  have  grown  in  strength  as  instability  persists.  Anti- 
Semitic  pubhcations  are  increasing  in  quantity  and  virulence,  while  incidents  of  "street"  anti-Semitism  are 
consistently  reported  throughout  all  areas  of  the  former  Soviet  Union.  These  disturbing  developments  make  it 
imperative  that  Israel  be  able  to  successfully  absorb  Jews  who  wish  to  leave. 

Many  throughout  the  world  apphed  pressure  on  what  was  then  the  Soviet  Union  to  allow  the  Jews  to 
emigrate  to  Israel.  The  United  States  played  the  leading  role  in  winning  freedom  for  the  oppressed  Soviet  Jews. 
We  must  not  squander  the  victory  of  Soviet  Jewish  emigration.  Helping  Israel  absorb  these  immigrants  will  reahze 
America's  historic  commitment  to  alleviating  the  plight  of  refugees,  while  promoting  the  U.S.  foreign-policy  interest 
in  a  strong  and  thriving  Israel  as  a  force  for  peace  and  stabihty. 
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Utilization  of  U.S.  Loan  Guarantees: 

The  recent  implementation  of  the  loan  guarantees  is  also  helping  Israel  down  the  road  to  economic  self- 
sufficiency.  One  of  the  byproducts  of  the  influx  of  immigration  was  a  tremendous  increase  in  Israeli  imports  and 
a  corresponding  worsening  of  the  trade  deficit.  The  funds  Israel  has  received  as  a  result  of  the  guarantees  are 
allowing  Israel  to  lower  this  trade  deficit  while  continuing  foreign  trade.  Because  the  greatest  percentage  of  Israeli 
imports  comes  from  the  United  States,  the  guarantees  -  which  cost  the  American  taxpayer  nothing  --  are  perraitting 
Israel  to  pump  money  into  American  business. 

The  loan  guarantees  have  had  three  significant  effects  on  Israel's  economy.  Initially,  in  1991,  when  it 
appeared  the  United  States  woiJd  not  provide  guarantees,  private  foreign  banks  virtually  froze  lending  levels  to  Israel. 
Upon  passage  of  the  guarantees,  the  private  sector  began  to  show  a  much  higher  level  of  interest  in  the  Israeli 
economy.  Today,  more  banks  are  lending  to  Israel  than  ever  before.  In  other  words,  private  investment  in  Israel 
is  a  direct  result  of  American  public  trust  in  Israel.  In  addition  to  spurring  private  investment,  passage  of  the 
guarantees  sent  a  signal  to  other  Western  countries.  Following  America's  lead,  European  nations  began  to  sign  off 
on  their  own  immigrant  absorption  aid  packages. 

The  most  important  effect  of  the  guarantees,  however,  was  the  message  they  sent  to  Jews  in  the  former 
Soviet  Union.  While  the  loan  guarantees  were  stalled,  Israel's  ability  to  absorb  the  new  immigrants  economically  - 
-  providing  them  with  jobs  -  was  strained.  This  caused  concern  among  potential  immigrants  and  led  to  a  temporary 
halt  of  immigration.  Since  the  passage  of  the  loan  guarantees,  immigrant  unemployment  in  Israel  has  been  cut  in 
half  and  immigration  has  increased  again. 

Because  Israel's  current  foreign  debt  situation  is  very  favorable,  the  government  should  have  little  trouble 
paying  back  its  loans.  Israeli  external  debt  is  30%  of  GDP,  down  from  nearly  80%  in  1985.  Even  with  an  estimated 
additional  $20  bilbon  in  foreign  debt  over  the  next  5  to  7  years,  Israel's  foreign  debt  will  still  be  served  easily  - 
the  growth  of  exports  and  overall  increases  in  the  GDP  will  more  than  make  up  for  the  additional  atmual  foreign-debt 
payments.  The  U.S.  General  Accounting  Office  (GAO)  stated  in  a  report  released  in  February  1992;  "We  believe 
that  if  Congress  authorizes  the  $10  billion  in  loan  guarantees  requested  by  the  Israeli  government,  the  Israeh 
government  will  hkely  be  able  to  fully  service  its  external  debt  and  to  continue  its  past  record  of  payment."  Dr. 
Stanley  Fischer,  former  Chief  Economist  for  the  World  Bank,  stated  last  year  before  Congress:  "Israel  is  an  excellent 
credit  risk,  with  an  unblemished  record  of  servicing  its  debt  in  far  more  difficult  conditions  than  it  is  likely  to  face 
in  the  future....  The  single  best  predictor  of  the  likelihood  that  a  country  will  default  is  whether  it  has  done  so 
before....  A  country  that  has  demonstrated  the  wilhngness  and  ability  to  implement  the  needed  measures  when  it 
experiences  balance  of  payments  problems  —  as  Israel  has  ~  is  that  much  more  credible  as  a  good  credit  risk." 

Ul.  CONCLUSION 

Mr.  Chairman,  the  deep,  broad-based  partnership  between  the  United  States  and  Israel  continues  to  flourish. 
The  democratic  eleaions  in  Israel,  which  led  to  the  peacefiil  transfer  of  power  from  the  governing  party  to  its  most 
bitter  rival  -  an  occurrence  unknown  in  the  Arab  world  -  served  to  remind  us  of  the  extent  to  which  the  Israelis 
share  our  most  fundamental  values.  A  new  era  is  dawning  that  holds  great  promise  for  both  countries,  and  bodes 
well  for  the  future  of  U.S. -Israel  relations.  For  the  first  time  in  over  four  decades,  there  is  real  promise  in  a 
negotiating  process  which  could  bring  an  end  to  the  state  of  war  that  has  existed  between  Israel  and  its  Arab 
neighbors.  The  United  States  was  instnunental  in  creating  the  process  and  will  be  instrumental  in  its  ultitnate 
success.  As  Israel  takes  risks  inherent  in  any  such  negotiation,  it  is  imperative  that  the  United  States  remain  steadfast 
in  its  support  for  the  Jewish  state.  This  Committee,  by  voting  for  $3  billion  in  military  and  earmarked  economic 
assistance  and  the  legislatively  mandated  terms  of  that  assistance  to  Israel  in  FY  1996,  will  be  helping  to  ensure  that 
steadfastness  and  strength  which  have  always  worked  to  the  benefit  of  both  countries  and  promise  to  work  even  more 
so  in  the  coming  years. 
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Testimony  Before  the  House  Inl ernational 
Relations  Conur.ittee 
April  5,  1995 

Mr.  John  Fox,  Director' 
Washington  Office 
Open  Society  Institute 

The  Open  Society  Institute  and- the  Soros  Foundations  have 
been  engaged  in  the  historic  opening  up  of  the  former  Communist 
countries  of  Europe  and  Eurasia  for  many  years.   We  are  centrally 
involved  in  the  sustained  effort  to  support  the  transformation  of 
as  many  of  these  countries  as  possible  into  open,  democratic, 
inarket-based  states,  integrated  into  regional  and  international 
institutions. 

George  Soros,  founder  and  benefactor  of  a  major  university, 
Tiany  affiliated  organizations  and  programs,  and  a  network  of  more 
than  2C  nationally-run  foundations  in  the  region,  speaks  of  this 
transition  in  biblical  terms  --  meaning  it  will  require  not  a 
five-year  plan  of  support  but  40  yearE  of  commitment  from 
governmental  and  non-governmental  actors  alike.   The  first  half 
of  the  post -World  War  II  challenge  on  the  Eurasian  continent  -- 
the  development  of  Western  Europe  into  open,  cooperative, 
Atlanticist  states  which  was  a  key  purpose  and  achievement  of  the 
Cold  War  --  likewise  demanded  a  steadfast,  bipartisan  40-year 
American  commitment. 

If  the  faltering  international  effort  to  meet  the  second, 
post-Cold  War  half  of  this  same  challenge  in  "the  rest  of  Europe" 
fails,  there  is  every  chance  that  the  larger  experiment  to  unify 
Europe  on  the  basis  of  the  Atlantic  Charter  will  break  down. 
Together  with  many  U.S.  non-governmental  and  private  voluntary 
organizations  and  their  counterparts  in  the  region,  we  believe 
that  without  much  more  imaginative  and  determined  American 
leadership  --  from  the  top  of  this  and  future  administrations  and 
not  only  from  middle  management  levels  --  the  crucial  effort  to 
build  a  new  Europe  out  of  the  lessons  of  twentieth  century  terror 
and  totalitarianism  will  also  fail. 

U.S.  foreign  assistance  efforts  and  the  work  of  non- 
governmental and  multilateral  organizations  in  this  region  take 
place  against  an  increasingly  destabilized  political  landscape. 
Since  the  momentous  revolutions  of  1989  that  opened  the  way  to 
profound  changes  not  only  in  Europe  but  in  the  Middle  East , 
Southern  Africa  and  beyond,  the  United  States  and  its  key  allies 
have  permitted  --at  times  with  flashing  green  lights  --  the 
alarming  growth  of  two  major  threats  against  the  peaceful, 
democratic  transition  of  the  two  dozen  states  emerging  from  the 
former  Soviet  bloc : 

1)   The  seizure  of  territory  by  force  and  the 
campaign  of  genocide  against  civilians  in  the  Balkans, 
conducted  on  the  basis  of  the  same  deadly  ideology 
of  ethnic  and  sectarian  supremacy  the  U.S.  and  its 
allies  defeated  fifty  years  ago,  is  once  again  being 
appeased  in  the  heart  of  Europe;  even  now  the  great  powers, 
including  the  U.S.,  search  for  increased  "incentives" 
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chat  would  reward  the  authors" of  this  aggreaaion  and 
ratify  the  forcible  creation  of  a  Greater  Serbia; 

2)   The  future  of  the  Atlantic  alliance  and  the  new 
democracies'  relations  with  it  are  held  hostage  to  the 
sustained  veto  of  Russia,  which  has  become  Washington's  de 
facto  prime  partner  on  key  issues  of  European  security 
from  NATO  expansion  and  the  international  response  to  the 
Balkan  wars  to  sovereignty  over  territory,  natural 
resources,  and  population  in  the  successor  states  to  the 
former  Soviet  Union;  indeed  this  persistent  veto  now 
rests  in  the  hands  of  Russian  political  and  military 
leaders  who  are  freshly  responsible  for  savage  war  crimes 
against  both  Russian  and  non-Russian  civilians  within  the 
Russian  Federation. 

Five  years  after  the  revclutions  of  1989  that  overthrew  the 
Soviet  system,  these  twin  dangers  loom,  unchecked  and  escalating, 
over  the  democratic  transition  of  the  region's  small  and  middle- 
sized  states.   No  amount  of  external  aid,  investment,  and 
economic  refonti  in  the  transition  countries  can  substitute  for 
the  absence  of  a  robust  U.S . -European  policy  to  protect  the 
civilized  order  and  resist  its  proliferating  enemies. 

There  is,  however,  important  work  that  U.S.  assistance  can 
do  to  strengthen  moderate  forces  in  the  region  and  promote  the 
:.ntegration  of  the  more  advanced  reform  states  as  full  members  of 
the  Atlantic  and  European  communities.   Technical  assistance 
support  for  the  development  of  market  economies  is  probably  too 
high  as  a  share  cf  the  U.S.  assistance  dollar,  particularly  given 
tihe  progress  of  the  economic  transition  in  many  countries  and  the 
support  available  from  Europe  and  multilateral  institutions.   A 
good  example  of  work  that  should  receive  further  funding  is  the 
technical  assistance  program,  run  by  the  U.S.  Treasury,  that 
places  long- term,  advisors  in  economic  ministries  in  the  region  to 
provide  expertise  in  the  implementation  of  key  reforms. 

The  shift  of  aid  resources  over  the  past  year  to  more 
targeted  trade  and  investment  programs  should  be  continued, 
including  the  innovative  work  of  the  Overseas  Private  Investment 
Corporation  and  the  Trade  and  Development  Agency.   The  better-run 
Enterprise  Funds  in  the  region,  including  the  Polish-American 
Enterprise  Fund  which  has  attracted  substantial  private  capital, 
have  been  successful  in  promoting  private  enterprise  and  U.S.- 
East  European  business  links.   The  newer  Enterprise  Funds  in  the 
region  deserve  continued  performance -based  support,  and  through 
cheir  lending  and  equity  arms  can  be  decisive  actors  in  important 
smaller  countries  such  as  Albania  and  Macedonia. 
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Some  technical  aeaistance  funds  should  also  be  directed  to 
the  following  purposes: 

1)  Front -end  technical  assistance  for  World  Bank  and 
European  Bank  for  Reconstruction  and  Development  loans  in  high- 
priority  areas  that  match  both  U.S.  and  borrower  country 
interests,  including  energy,  transport  and  infrastructure 
projects;  the  technical  assistance  funds  that  help  shape  these 
projects  are  increasingly  scarce  for  the  development  banks,  and 
can  accelerate  key  lending  operations  by  several  years  by  the 
targeted  use  of  American  experts  and  firms; 

2)  The  Congress  should  provide  experts,  including  long-term 
advisors  (on  the  example  of  the  Frost  Commission) ,  to  parliaments 
of  the  transition  countries  on  key  issues  of  economic  reform, 
civil -military  relations,  and  legal  reform;  governmen;;  ministries 
currently  receive  nearly  all  the  outside  expert  resources,  yet 
expertise -starved  parliaments  frequently  become  a  primary 
obstacle  to  needed  reforms; 

3)  The  successful  team- advisory  approach  should  be 
reemployed  to  promote  trade  and  investment  between  the  U.S.  and 
host  countries,  with  Ukraine  as  a  timely  partner;  "Crimson 
Capital,"  a  flexible  response  unit  including  American  investment, 
financial,  accounting  and  brokerage  practirioners,  provided 
valuable  assistance  directly  co  senior  Czech  economic  officials 
and  that  led  to  a  large,  rapid  boost  in  U.S. -Czech  investment  and 
much  better  deals  for  the  Czechs  on  the  rest  of  their  foreign 
deals ; 

4)  Strong  support  should  go  to  cross-border  and  regional 
cooperation  initiatives  in  trade,  infrastructure,  and  movement  of 
goods  and  services,  including  assistance  in  developing  transport, 
communications  and  other  projects  for  loans  from  the  development 
banks  and  support  in  forming  customs  unions  and  free  trade  areas 
which  could  be  progressively  linked  to  the  U.S.  and  Europe,  as 
for  example  a  "U.S. -Visegrad  Free  Trade  Area"  including  Poland, 
Hungary,  and  the  Czech  and  Slovak  Republics;  the  administration's 
proposed  $3  0  million  regional  infrastructure  fund  to  promote 
trade  and  economic  integration  in  the  critical  South  Balkans 
region  deserves  special  support; 

5)  Use  U.S.  bilateral  and  multilateral  influence  to  ensure 
that  no  transition  country  receiving  IMF,  World  Bank  or  U.S. 
assistance  materially  or  politically  supports  the  use  of  its 
currency  in  a  neighboring  country  against  the  will  of  its 
government  (as  in  the  case  of  Bosnia  and  Moldova) . 
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In  Central  and  Eastern  Europe'"  and  the  new  independent 
states,  the  United  States  has  made  some  of  its  lowest -cost, 
highest-return  investments  in  the  areas  of  democratic  assistance, 
independent  media,  and  education  and  training  of  the  region's 
"successor  generation."   Much  needs  to  be  done  to  invigorate  a 
"second  generation"  phase  of  these  programs,  to  which  a 
considerably  larger  share  of  U.S.  assistance  should  be  targeted 
in  the  region.   The  proven  NGO  performers  and  other  qualified 
private  organizations  should  be  tasked  to  help  these  countries 
shorten  the  considerable  distance  between  a  free  election  and  a 
parliamentary  democracy. 

Key  to  the  successful  fostering  of  the  democratic  transition 
in  post -World  War  II  Western  Europe  was  the  sizable  investment 
the  U.S.  made  through  academic  and  professional  exchanges  and 
training  of  the  next  generation  of  political,  media,  business, 
and  military  leaders  especially  in  Germany.   Through  U.S. I. A.  and 
U.S. -funded  NGOs,  the  U.S.  has  been  doing  valuable  work  in  this 
area,  though  nothing  like  enough  given  the  demand  from  the  region 
and  the  roles  these  decision  makers  will  play  in  the  future  of 
the  most  vulnerable  part  of  Europe.   The  best  advertisement  for 
these  programs  is  that  the  German  and  other  European  party 
political  foundations  now  conduct  substantial  exchanges  and 
training  programs  with  similar  constituencies  from  the  transition 
councries . 

The  most  urgent  and  neglected  democratic  assistance  need  in 
the  region  is  independent  media.   This  is  an  issue  we  give  close 
attention  because  the  Open  Society  Institute/Soros  Foundations 
are  the  leading  supporter  of  this  activity  in  the  transition 
countries.  Independent  press,  radio  and  television  outlets  have 
come  under  intermittent  official  pressure  in  many  transition 
countries,  whether  that  pressure  is  exerted  through  political, 
legal,  administrative,  financial  means  or  by  outright  repression 
and  censorship.   But  recently  the  independent  media  have  come 
under  increasingly  serious  threat,  with  key  organs  shut  down  by 
officials  in  Serbia  --a  development  that  has  exactly  coincided 
with  the  most  intense  courtship  of  Milosevic  by  the  great  power 
"Contact  Group"  on  Bosnia.   In  Slovakia,  Belarus,  and  elsewhere, 
the  independent  media  are  under  increasingly  severe  attack. 

In  addition  to  leading  a  vigorous  U. S. -European  Union 
diplomatic  drive  to  assure  the  protection  of  this  indispensable 
feature  of  the  open  society,  the  administration  should  move 
swiftly  to  help  provide  the  necessary  assistance  to  independent 
media  through  capable  NGOs,  starting  in  the  most  threatened 
areas.   Concrete  support,  including  long-term  advisors  giving 
technical  assistance  in  production,  management  and  finance,  is 
needed  in  many  countries  and  should  be  provided.   The  U.S.  should 
join  with  willing  European  partners  in  providing  active  legal 
assistance  to  governments  and  independent  media  alike  to  help 
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establish  the  necessary  legal  conditions  protecting  these  media. 
Recent  U.S.  assistance  to  the  independent  media  has  been  spotty 
and  largely  undistinguished,  and  appears  to  be  least  active  in 
the  very  countries  that  are  working  hardest  to  destroy  these 
struggling  institutions  and  their  writers,  editors,  producers, 
and  publishers. 

An  additional  avenue  should  be  pursued  in  defense  of 
independent  media.   The  U.S.  directors  at  the  international 
development  banks  should  close  a  loophole  in  the  large 
multilateral  loans  that  go  to  support  privatization:  Broadcast 
and  print  media  and  associated  objects  such  as  printing  presses 
and  distribution  networks  should  be  included  among  the  specific 
categories  that  the  government  must  privatize  in  order  to  obtain 
these  loans.   Guarantees  of  the  rights  and  legal  status  of  the 
independent  media  to  publish,  broadcast,  and  operate  freely  and 
on  a  non-discriminatory  basis  should  become  a  cardinal  U.S. 
political  condition  in  the  bilateral  relationship,  and  an 
economic  condition  on  relevant  bilateral  assistance,  including 
enterprise  funds  and  privatization  aid.   Transparent 
privatization  and  competitive  conditions  of  operation  for  media 
should  be  at  least  as  important  to  us  as  the  privatization  of 
small  shops  that  is  normally  a  hard  condition  of  such  assistance. 

The  above  steps  are  modest  proposals  in  behalf  of  a 
strengthened  U.S.  engagement  in  Central  and  Eastern  Europe  and 
the  new  independent  states.   These  measures  and  others  like  them 
can  help  support  some  of  the  endangered  moderate  forces  that  are 
too  often  beleaguered  internally  and  abandoned  externally,  in 
order  to  gain  time  and  space  necessary  to  establish  the  only 
realistic  basis  for  peoples  and  states  to  coexist  and  cooperate 
in  Europe  East  or  West:  the  civic  society  rooted  in  pluralism, 
not  the  inherently  unstable  and  threatening  ethnic  state  that 
crushes  independent  institutions  and  minorities  at  home  while 
pursuing  aggressive  nationalism  abroad. 

Radovan  Karadzic,  political  leader  of  the  Serbian  forces 
ihat  have  besieged  Bosnia  and  committed  so  many  war  crimes  for 
ihe  last  three  years,  best  defined  Europe's  recurring  nightmare 
that  has  three  times  in  this  century  drawn  the  United  States  into 
hot  or  cold  war.   Soon  after  the  fall  of  the  Berlin  Wall, 
Karadzic  described  to  then-Ambassador  to  Belgrade  Warren 
Zimmermann  his  vision  of  a  newly  divided  Europe,  in  which 
Sarajevo  would  become  an  ethnically  separated  Serbian  capital 
with  barriers  and  checkpoints  in  order  that  no  ethnic  groups 
would  have  to  work  or  live  together.   "Our  vision  of  Sarajevo," 
he  said,  "is  like  Berlin  when  the  wall  was  still  standing." 

History's  jury  is  still  out  on  which  of  two  main  competitors 
will  come  to  dominate  the  post-<:ommunist  world:  the  democratic, 
open  market  example  of  Vaclav  Havel  and  Lech  Walesa,  or  the 
aggressive  nationalist  example  of  Slobodan  Milosevic  and  key 
Russian  leaders  characterized  by  st-ate-sanctioned  corruption  and  • 
"ethnic  cleansing."   The  choice  is  stark  and  clear  enough: 
Greater  Europe  with  strong  transatlantic  bonds  of  trade,  security 
and  values  --  or  a  Europe  made  up  of  Greater  Serbia,  Greater 
Croatia,  Greater  Russia,  Greater  Romania,  Greater  Hungary, 
Greater  Bulgaria,  Greater  Albania  and  so  on  and  on  until  the 
bloody  state-sponsored  ethnic  purification  rites  are  complete  and 
the  peace  of  Europe  has  hemorrhaged  once  more.   That  is  the 
competition,  and  this  is  the  race. 
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TESTIMOKY  BEFORE  THE  HOUSE  INTERNATIONAL  RELATIONS  COMMITTEE 

MARCH  31,  1995 

Julian  L.   Simon 

University  of  Maryland 

Thank  you  for  the  opportunity  to  comment  on  "population 
assistance"  to  less-developed  countries. 

MY  PERSONAL  VALUES 
In  a  perfect  world,  a  person  giving  testimony  before  your 
committee  could  be  sure  that  his  or  her  personal  beliefs  would 
not  matter  at  all  in  how  one's  testimony  is  evaluated.   But  this 
is  not  yet  a  perfect  world.   Therefore  I  mention  that  I  am  not  in 
principle  against  individuals  using  contraception,  or  against 
government  agencies  assisting  individuals  who  want  assistance  in 
avoiding  births.   I  believe  that  helping  couples  achieve  the 
family  size  that  they  seek  -  whether  that  means  aiding  the  infer- 
tile to  conceive  or  adopt,  and  the  fertile  to  prevent  conceptions 
-  is  one  of  the  great  good  works  in  human  society.   Some  methods 
of  preventing  births  are  more  benign  and  others  less  so,  but  I 
believe  that  governments  should  not  intervene  in  the  choices  that 
individual  couples  make,  on  grounds  of  practicality  as  well  as 
principle. 

On  the  other  hand,  I  am  unequivocally  against  governments 
doing  anything  whatsoever  to  induce  people  to  have  fewer  (or 
more)  children.   I  would  take  this  stand  even  if  there  were  an 
economic  rationale  for  government  to  intervene,  because  human 
freedom  is  a  value  for  as  high  me  as  any  value  can  be.   Fortu- 
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nately,  however,  there  is  no  economic  rationale  for  such  coercion 
or  persuasion,  despite  common  belief.   Hence  economic  welfare 
coincides  with  my  value  for  freedom,  and  the  policy  decision 
should  be  straightforward. 

ALLOCATION  OF  RESOURCES  FOR  "POPULATION  ASSISTANCE" 
Once  we  get  beyond  the  statement  of  principle  that  helping 
people  achieve  the  family  size  that  they  want  is  a  good  thing,  we 
move  into  the  realm  of  allocation  of  resources.   We  must  decide 
whether  it  is  a  wise  decision  to  spend  government  resources  on 
this  activity  rather  than  some  other  activity  such  as  preventive 
or  curative  health  programs  in  poor  countries,  or  even  allowing 
the  U.  S.  taxpayers  to  spend  their  own  earnings  rather  than  tax 
them  for  population  assistance.   These  decisions  are  difficult. 

It  is  sensible  to  seek  guidelines  to  help  us  with  such 
allocation  decisions.   So  one  asks:  What  are  reasonable  grounds 
for  giving  foreign  aid,  or  charity  in  general?  Economics  does 
not  supply  criteria.  "There  is  qq,   generally  accepted  economic 
rationale  for  foreign  aid."  notes  Nobel-winner  Theodore  W. 
Schultz.   Therefore,  I  hazard  the  following  test:   Charity  i^ 
appropriate  when  the  following  conditions  are  present: 

1)  Tjjs  recipient  person  o£  nation  "needs"  the  help.   I  put 
"need"  in  quotes  because  the  presence  of  need  is  not  always 
clearcut.   The  need  of  a  bleeding  child  for  medical  assistance  is 
not  arguable,  but  the  "need"  of  an  unconverted  person  for  reli- 
gious salvation  depends  upon  the  values  and  world  view  of  the 
potential  giver. 

2)  ThS.   recipient  wants  £hs  helPr 
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3)  Ilifi  gift  will  npt  have  fead  effects  in  the  long  run  upon 
the  recipient  or  otherwise. 

4)  The  charity  vill  be  used  reasonably  efficiently,  rather 
than  being  wasted  or  ending  up  in  the  pockets  of  functionaries 
abroad  or  at  home. 

5)  The  charity  will  not  produce  hate  toward  the  oiver. 

Let  us  test  foreign  aid  for  "population  assistance"  against 
these  criteria.   I'll  discuss  each  criterion  separately.   But 
before  beginning,  I'll  discuss  the  special  topic  of  the  relation- 
ship of  population  growth  to  economic  development.   This  discus- 
sion is  necessary  because  -  along  with  all  their  talk  about 
voluntarism,  the  State  Department's  Aid  to  International  Develop- 
ment (AID) ,  the  World  Bank,  the  United  Nations  Fund  for  Planning 
Activities  (UNFPA) ,  and  the  population  and  environmental  advocacy 

organizations  argue  that  ■-.'''~~_Z^ '_  .         '•- —   countries 

need  to  slow  their  rates  of  population  growth  in  order  to  speed 
their  economic  development. 

POPULATION  GROWTH  AND  ECONOMIC  DEVELOPMENT 
The  most  important  evidence  pertaining  to  the  effect  of 
population  growth  on  economic  development  is  the  global 
correlations  between  the  rate  of  population  growth  and  the  rate 
of  economic  growth;  these  are  the  data  that  in  1967  first  shook 
ity  conventional  belief  that  population  growth  was  the  twin  of  war 
as  the  world's  great  evils. 

There  now  exist  perhaps  a  score  of  competent  statistical 
studies,  beginning  in  1967  with  an  analysis  by  Nobel  prizewinner 
Simon  Kuznets  covering  the  few  countries  for  which  data  are 
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available  over  the  past  century,  and  also  analyses  by  Kuznets  and 
Richard  Easterlin  of  the  data  covering  many  countries  since  World 
War  II.   The  basic  method  is  to  gather  data  on  each  country's 
rate  of  population  growth  and  its  rate  of  economic  growth,  and 
then  examine  whether  -  looking  at  all  the  data  in  the  sample 
together  -  the  countries  with  high  population  growth  rates  have 
economic  growth  rates  lower  than  average,  and  countries  with  low 
population  growth  rates  have  economic  growth  rates  higher  than 
average. 

Various  writers  have  used  a  variety  of  samples  of  countries, 
and  have  employed  an  impressive  battery  of  ingenious  statistical 
techniques  to  allow  for  other  factors  that  might  also  be  affect- 
ing the  outcome.   The  clearcut  consensus  oX  this  body  2f  wopk  is 
that  faster  population  growth  is  not  associated  with  slower 
econonlc  growth. 

Of  course  one  can  adduce  cases  of  countries  that  are  excep- 
tions to  the  pattern.   It  is  the  genius  of  statistical  inference, 
however,  to  enable  us  to  draw  valid  generalizations  from  samples 
that  contain  such  wide  variations  in  behavior.   The  exceptions 
can  be  useful  in  alerting  us  to  possible  avenues  for  further 
analysis,  but  as  long  as  they  are  only  exceptions,  they  do  not 
prove  that  the  generalization  is  not  meaningful  or  useful. 

Please  notice  that  this  body  of  literature  is  now  almost  two 
decades  old,  that  the  research  is  by  scientists  with  the  best 
possible  credentials  (many  of  whom  expected  to  find  a  negative 
effect) ,  and  that  it  has  been  published  in  well-known  scientific 
journals. 

A  recent  wide-ranging  study  done  for  the  World  Bank  by  Allen 
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Kelley  and  Robert  Schmidt  will  surely  be  cited  by  population- 
controllers  as  saying  that  there  was  a  reversal  in  this  pattern 
in  the  1980s.  Read  closely,  however,  the  Kelley-Schinidt  study  is 
powerful  confirmation  of  the  fact  that  in  the  long  run  more 
people  mean  faster  growth.  Indeed,  Kelley  and  Schmidt  find  that 
the  strongest  and  most  reliable  conclusion  is  that  greater  popu- 
lation density  means  faster  growth.   This  confirms  the  work  that 
Roy  Gob in  and  I  did  two  decades  ago. 

More  dramatic  evidence  from  another  angle  comes  from  three 
pairs  of  countries  that  had  the  same  culture,  history,  and  stand- 
ard of  living  when  they  split  apart  after  World  War  II  -  North 
and  South  Korea,  East  and  West  Germany,  china  and  Taiwan.  My 
comparison  of  the  data  for  them  from  1950  to  the  1980s  makes 
abundantly  clear  that  the  market-directed  economies  performed 
much  better  economically,  no  matter  how  you  measure  economic 
progress.   Income  per  person  was  higher.  Wages  grew  faster.  Key 
indicators  of  infra-structure  such  as  telephones  per  person 
showed  a  much  higher  level  of  development.   And  indicators  of 
individual  wealth  and  personal  consumption,  such  as  autos  and 
newsprint,  show  enormous  advantages  for  the  market-directed 
enterprise  economies  compared  to  the  centrally-planned,  central- 
ly-controlled economies.  Furthermore,  birth  rates  fell  at  least 
as  early  and  as  fast  in  the  market-directed  countries  as  in  the 
centrally-planned  countries. 

These  data  showed  that  it  was  the  form  of  government ,  and 
not  the  rate  Qt   population  growth  or  density,  that  influences  the 
rate  of  economic  development.   But  this  central  element  in  human 
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betterment  i«  •ntirely  ignored  in  the  calls  for  reduction  in 
population  growth  as  a  means  to  speed  development. 

Now  let's  turn  to  the  criteria  for  economic  aid. 

TESTING  POPULATION  ASSISTANCE  AGAINST  CRITERIA  FOR  AID 
Do  LDC's  "Need"  "Population  Assistance?" 

In  ordinary  welfare  programs,  the  criterion  of  need  usually 
involves  a  means  test.   A  person  who  owns  a  yacht  is  thought  not 
to  be  an  appropriate  recipient  for  welfare:   A  similar  test  might 
be  applied  to  countries.   I  tabulated  the  data  on  public  expendi- 
tures for  education,  defense,  and  birth  control  in  various  coun- 
tries, as  well  as  public  expenditures  on  birth  control  that  in- 
clude foreign  donations,  for  those  countries  for  which  I  could 
find  data.   (See  attached  Table  1).   In  no  case  is  the  public 
expenditure  for  family  planning,  with  or  without  foreign  funds, 
more  than  a  tiny  fraction  of  spending  for  education. 

This  finding  implies  that  if  family  planning  is  a  high 
priority  item  for  a  country,  it  is  within  the  discretion  of 
governments  to  redirect  needed  funding  from  other  of  these  ex- 
penditures.  And  lest  one  worry  about  the  social  loss  involved  in 
shifting  funds  from  educational  uses,  in  almost  every  case  the 
large  sizes  of  the  "defense"  budgets  relative  to  the  education 
budgets  make  clear  that  there  is  a  pool  of  public  expenditures 
into  which  countries  could  dip  without  causing  social  loss  by 
reducing  education  expenditures.   It  would  seem  that  the  poten- 
tial recipient  countries  own  gunboats  if  not  yachts,  and  there- 
fore flunk  the  means  test  for  charity,  because  the  charity  sought 
is  tiny  in  size  relative  to  the  gunboat  expenditures.   It  is  as 
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TABLE  ^ 

Defense,  Education,  and  Family  Planning  Expenditures 
FOR  25  Countries 


Family  Planning 

Country 

Defense 

Education 

Domestic       Foreign 

$/Pcrson 

$/Pcrson 

$/Pcrson 

$/Pcr$on 

(Range  1978-51) 

(Most  Recent  K.stimntc) 

Bangladesh 

1-2 

2 

0.06 

0.12 

(1976) 

Bolivia 

27-34 

29-35 

0.00 

0.02 

(1977) 

Brazil 

14-17 

•      61-64 

0.00 

0.05 

(1985) 

Colombia 

9-16 

21-34 

0.13 

0.13 

(1983) 

Dominican  Rep 

.   17-23 

19-25 

0.18 

0.20 

(1977) 

Egypt 

61-78 

25(1977) 

0.06 

0.25 

(1983) 

El  Salvador 

16-28 

23-30 

1.25 

0.38 

(1980) 

Ghana 

13-26 

33 

0.13 

0.02 

(1977) 

Hong  Kong 

n.a. 

83-140 

0.10 

0,20 

(1983) 

India 

6^7 

7 

0.46 

0.06 

(1983) 

Indonesia 

16-19 

7-12 

0.34 

0.12 

(1983) 

Iran 

202^56 

75-198 

0.92 

0.00 

(1977) 

Kenya 

10-16 

21-24 

0.15 

0.39 

(1978) 

Korea,  South 

87-103 

32-61 

0.42 

0,04 

(1980) 

Malaysia 

54-102 

108-117 

0.60 

0.19 

(1980) 

Mauritius 

1-6 

72-77 

0.66 

0.25 

(1982) 

Paki.sMn 

16-17 

5-6 

0.12 

0.10 

(1979) 

Philippines 

14-16 

12-13 

0.2.5 

0.18 

(1983) 

Rwanda 

3-4 

4-6 

n.a. 

n.a. 

Singapore 

234-304 

84-207 

0.76 

0.00 

(1983) 

Taiwan 

n.a. 

n.a. 

0.33 

0.00 

(1983) 

Tanzania 

7-27 

n.a. 

0.00 

0.03 

(1976) 

Thailand     ■ 

24-28 

17-28 

0.18 

0.09 

(1983) 

Tunisia 

7-16 

49^73 

0.10 

0.26 

(1980) 

Zimbabwe 

1&-57 

23 

0.25 

0.00 

(1978) 

SoURCes:  Defense  per  pcrton:  U.S.  Arms  Control  and  Di.<!;\nmment  ARcncy(1965, 
Table  I).  Educnb'onal  expenditure:  United  Nations  Stulistical  Cilice,  Statistical 
Yearbook  (various  years);  United  Nations  Educalion.il,  ScicntiHc,  and  Ctilturrd 
OrganizAtion,  UNESCO  Yearbook  (various  years).  Population:  Nortrrjan  (editions 
9-12).  Family  Planning  Expenditures:  Nortinan  (cdift'on.s  9-12). 
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if  an  individual  ask*  a  w«lfar*  ag«ncy  for  h«lp  buying  shoes  when 

5/he  spends  a  hundred  times  that  much  each  year  for  liquor  and 
enterta  inment . 

Another  standard  criterion  of  need  is  that  the  good  or 
service  in  question  be  something  that  is  thought  by  the  giver  to 
be  of  a  nature  that  will  improve  the  life  of  the  recipient. 
Agricultural  know-how  passes  this  test.   Birth-control  capacity 
may,  also.  One  might  then  wonder  whether  individual  women  and 
couples  need  assistance  and  have  no  way  to  pay  for  it,  even  if 
their  governments  could  afford  to  provide  it.   Perhaps  there  are 
some  such  cases.  But  the  actual  cost  of  contraceptive  informa- 
tion and  devices  is  exceedingly  low.  The  funds  devoted  to 
"family  planning"  programs  overwhelmingly  are  spent  for  things 
other  than  "hardware"  and  straightforward  services,   what  is 
called  "information"  and  "education"  in  budgets,  but  which  is  to 
a  considerable  degree  persuasion,  accounts  for  a  large  proportion 
of  the  expenditures  that  are  actually  made  in  the  field.  Often 
this  persuasion  is  forced  upon  other  societies  by  U.  S.  efforts; 
there  is  plenty  of  documentation  of  this  in  Jacqueline  Kasun's 
book  The  War  on  Population.   The  most  startling  is  the  following 
occurrence  related  by  Joseph  Califano.  He  says  that  President 
Lyndon  Johnson 

...repeatedly  rejected  the  unanimous  pleas  of  his 
advisors  from  Secretary  of  State  Dean  Rusk  to  National 
Security  Advisor  Walt  Rostow  to  ship  wheat  to  the 
starving  Indians  during  their  1966  famine.   He  demanded 
that  the  Indian  government  fi^st  agree  to  mount  a 
massive  birth  control  program.   The  Indians  finally 
moved  and  Johnson  released  the  wheat  over  a 
sufficiently  extended  period  to  make  certain  the  birth 
control  program  was  off  the  ground  (1986,  p.  56). 

When  reminded  of  such  events,  officials  at  AID  routinely 
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admit  that  th*y  occurred  In  th«  past.   But  they  assert  that  the 
"present"  policy  would  not  allow  such  activity.   However,  that 
assertion  has  been  made  over  and  over  again,  each  time  implicitly 
giving  the  lie  to  the  past  assertions.   It  is  this  propaganda 
that  many  proponents  of  "population  assistance"  activities  be- 
lieve that  people  "need." 

Still,  if  a  true  family-planning  program  were  to  provide 
information  and  devices  to  some  couples  to  whom  they  would  not 
otherwise  be  available,  this  might  be  seen  as  filling  a  true 
social  need,  and  the  program  might  then  be  viewed  as  passing  this 
test. 
Do  th£  Potential  Recipients  Want  the  Assistance? 

One  test  of  whether  people  "want"  something  is  whether  they 
allocate  their  resources  to  that  good.   The  data  in  Table  1  on 
national  expenditures  do   not  indicate  any  massive  allocation  of 
countries'  own  funds  to  birth  control  activities. 

But  do  not  foreign  politicians,  and  persons  involved  in 
population  activities  abroad,  often  express  the  desire  for  these 
funds?  Yes  they  do.   But  we  must  ask  what  these  expressions 
mean.   To  a  politician,  any  foreign  dollar  coming  into  the  coun- 
try is  another  dollar  to  allocate  to  one  constituency  or  another, 
or  even  to  be  turned  to  personal  use.   (Does  anyone  doubt  that 
some  foreign  aid  dollars  went  to  buy  shoes  for  Imelda  Marcos?) 
Therefore,  more  such  "aid"  dollars  always  are  welcome. 
Does  th&   Assistance  ^  Harm? 

Giving  gifts  to  people  sometimes  harms  them  in  the  long  run 
by  changing  their  attitudes  and  habits.   A  person's  propensity  to 
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exert  effort  Is  a  function  of  tha  person's  wealth  (as  well  as  of 
tht  opportunities  facing  him/her.  But  the  funds  for  family 
planning  assistance  surely  are  too  small  to  have  this  eort  of  ill 
effect. 

Foreign  aid  can  damage  a  key  industry.   The  dumped  food  aid 
of  our  PL480  program  damaged  the  agriculture  of  India,  Egypt,  and 
South  American  nations  by  lowering  prices  and  reducing  incentives 
for  farmers  to  produce  crops.  -   •  .  .  ■ 

■     ■■  .   *  ,        ^ 

The  most  important  harm  foreign  aid  programs  can  do  is  to 
confuse  policymakers  about  the  fundamental  mechanism  of  economic 
growth,  and  direct  their  attention  away  from  the  obstacles  to 
growth  that  may  exist  in  a  society.   Concern  about  population 
growth  haft  caused  great  damage  in  this  way. 

For  25  years  key  institutions  have  mis-analyzed  such  world 
development  problems  as  starving  children,  illiteracy,  pollution, 
supplies  of  natural  resources  and  slow  growth.   The  World  Bank, 
AID,  UNFPA  and  the  environmental  organizations  have  asserted  that 
the  cause  of  all  these  ills  is  population  growth  -  the  population 
"explosion"  or  "bomb"  or  "plague."  This  error  has  cost  dearly. 
It  has  directed  our  attention  away  from  the  factor  that  we  now 
know  is  central  in  a  country's  economic  development,  its  economic 
and  political  system. 

For  example,  consider  this  sentence  a  few  years  ago  from  the 
National  Research  Council:   "[T]he  recent  widespread  famine  in 
Ethiopia  and  other  African  nations  and  similar  food  shortages  in 
China  during  1959-61  can  be  attributed  in  part  to  'very  badly 
functioning  markets  combined  with  rapid  population  growth'". 
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That  sentence  leaves  a  very  different  impression  than  saying  that 
those  food  shortages  were  caused  by  dictatorial  governments  which 
beggared  farmers  by  appropriating  their  land  and  heavily  taxing 
their  output,  together  vi^n  denying  rhem  the  right  to  move  freely 
to  wherever  they  wished  to  work  and  live.  That  sentence  sounds 
like  the  "market  failure"  chat  is  used  to  justify  more  governmen- 
tal interference  and  control  of  the  activity  in  question,  rather 
than  calling  for  a  reduction  in  interference  and  control  which 
would  allow  the  market  to  function  more  effectively.  And  such  a 
sentence  suggests  that  attention  be  paid  to  population  growth 
rather  than  to  fighting  tyranny  and  working  for  economic  freedom. 

Another  ill  effect  of  foreign  aid  for  population  control  is 
suggested  by  Alan  R.  Waters:   "[F]oreign  aid  used  for  population 
activities  gives  enormous  resources  and  control  apparatus  to  the 
local  administrative  elite  and  thus  sustains  the  authoritarian 
attitudes  corrosive  to  the  development  process". 
This  sort  of  effect  is  difficult  to  demonstrate  statistically. 
But  Waters 's  vantage  point  as  former  Chief  Eccno.'nist  for  AID 
gives  him  credentials  as  an  expert  witness  on  the  subject. 

Misplaced  belief  that  population  growth  slows  economic 
development  has  been  the  basis  for  inhumane  programs  of  coercion 
and  the  denial  of  personal  liberty  in  one  of  the  most  valued 
choices  a  family  can  make  -  the  number  of  children  that  it  wishes 
to  bear  and  raise. 

WHAT  KINDS  OF  FOREIGN  ASSISTANCE  ARE  KOST  BENEFICIAL? 
I  am  not  against  any  foreign  aid  in  principle.   The  question 
is:   Which  aid  makes  most  economic  sense?  These  are  my  candi- 
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dates:   1)  Agricultural  research,  including  th«  organization  and 
development  of  foreign  agricultural  research,  has  the  great 
£dvantage  that  it  puts  no  fungible  funds  or  goods  into  the  hands 
of  bureaucrats,  and  causes  no  distortions  in  prices  or  other 
disruptions  in  markets.  And  the  benefit/ cost  ratios  of  such 
research  have  been  calculated  to  be  high.   2)  The  provision  of 
education  in  the  United  States  to  talented  foreigners,  especially 
if  they  are  chosen  by  objective  test,  has  many  of  the  same  advan- 
tages, as  well  as  the  advantage  of  making  capable  students  famil- 
iar with  the  United  States,  and  leaving  them  with  impressions  and 
ideas  which  they  can  take  home  with  them.   (This  also  provides 
the  opportunity  for  the  United  states  to  recruit  valuable  young 
persons  of  skill,  energy,  and  imagination  as  temporary  or  perma- 
nent immigrants . ) 
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Thank  you,  Mr.  Chairman,  for  the  opportunity  to  share  views  in  this  important  foreign 
policy  debate.  I  and  my  colleagues  at  the  African- American  Institute  applaud  your  committee's 
effort  because  of  the  post-Cold  War  need  for  clear,  coherent  vision  in  foreign  affairs  and  the  need 
for  a  policy-making  structure  that  integrates  foreign  ^assistance  into  the  larger  foreign  affairs 
equation. 

I  have  been  asked  to  offer  my  views  on  the  proposed  consolidation  of  various,  currently 
discrete  U.S.  foreign  affairs  agencies  under  the  Secretary  of  State  and  to  discuss  the  impact  of 
proposed  budget  cuts  on  both  Africa  and  the  organization  which  I  head,  the  African-American 
Institute,  an  American  private  voluntary  organization  (PVO)  delivering  technical  assistance  to 
Africa  for  the  past  42  years. 

There  is  general  agreement  that  foreign  assistance  delivery  approaches  need  to  be 
strengthened.  I  welcome  the  opportunity  to  assess  with  colleagues  and  discuss  new  approaches 
to  making  U.S.  assistance  more  targeted  and  more  cost-effective. 

I.   Restructuring  U.S.  Foreign  Affairs  Agencies  and  Institutions 

In  terms  of  reorganizing  the  foreign  assistance  component  of  foreign  affairs,  two  major 
plans  are  now  under  consideration.  The  plan  offered  by  the  Administration  as  proposed  by  Vice 
President  Gore  in  Copenhagen  would  forge  a  new  Partnership  for  Development. 

The  plan  enunciated  two  weeks  ago  by  Senator  Jesse  Helms  would  consolidate  the  basic 
functions  of  U.S.  AID  in  the  State  Department  under  an  Under  Secretary  for  Policy.  Long-term 
development  aid  would  be  administered  through  an  International  Development  Foundation,  while 
government-to-govemment  assistance  would  be  managed  through  regional  bureaus  of  a  vastly 
restructured  State  Department. 

Before  discussing  my  views  on  the  two  plans,  I  would  like  to  share  with  you  the 
assumptions  or  givens  on  which  I  base  my  remarks. 

First,  U.S.  private  voluntary  organizations  are  an  integral  and  growing  part  of  U.S. 
development  and  humanitarian  assistance  delivery. 

Second,  PVOs  need  and  will  continue  to  need  the  U.S.  government's  financial  support  to 
do  well  their  job  of  delivering  first-rate  technical  assistance  at  the  grassroots  and  sometimes 
governmental  levels. 

Third,  U.S.  PVOs  are  a  critical  factor  in  the  democratic  transitions  taking  place 
worldwide.  They  have  always  been  a  source  of  information  and  a  source  of  support  for  pro- 
democracy  forces. 

Fourth,  given  their  on-the-ground  involvement  and  reliable  sources  of  information,  PVOs 
can  make  a  meaningful  contribution  to  policy  formulation  and  should  be  included  in  policy-level 
discussions. 
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It  is  in  that  context  that  I  evaluate  the  Hebns  proposal  and  the  new  partnership  initiative 
first  from  a  general  PVO  perspective  and  then  from  an  Africa-specific  point  of  view. 

The  New  Partnership  Initiative  aims  to  strengthen  the  role  of  non-governmental 
organizations  (NGOs)  in  development  assistance,  strengthen  small  businesses  and  promote 
entrepreneurship  and  encourage  grassroots  democracy  at  the  local  level. 

The  initiative  seems  to  address  the  priorities  enunciated  by  the  Administtation,  Senator 
Helms,  Senator  McConnell  and  others.  The  proposal  addresses  the  point  that  one  must  have 
strong  viable  civil  societies  to  develop  the  robust  market  economies  in  which  individual  citizens 
have  confidence  before  one  can  have  viable  trading  partners. 

The  details  of  implementation,  I  cannot  comment  upon  specifically.  However,  the 
assertion  that  U.S.  PVOs  are  an  integral  part  of  foreign  assistance  delivery  and  its  stated  intention 
of  increasing  the  amount  of  assistance  channeled  through  PVOs  is  welcome  acknowledgment  of 
the  pivotal  and  growing  role  we  play. 

The  proposal  offered  by  Senator  Helms  raises  some  fundamental  questions.  One  of  the 
most  significant  is  the  relationship  between  development  assistance  and  govemment-to-govemment 
activities  at  the  project  level.  Some  of  the  most  effective  PVO  work  is  activity  in  which  the  U.S. 
PVO  and  the  host  government  work  collaboratively.  The  benefits  of  this  type  of  collaboration 
demonstrate  the  possibility  of  private/public  partnership  and  often  relieve  tensions  between 
indigenous  NGOs  and  their  governments.  For  instance,  some  of  our  most  important  work  is  in 
democratization.  One  aspect  of  democratization  is  election  observations  in  which  we  work  with 
NGOs  and  political  parties,  as  well  as  the  host  government.  Does  that  fall  into  NGO  activity  of 
the  new  foundation  or,  since  elections  are  state-run,  would  such  activities  be  housed  with  the 
Under  Secretary  for  Policy  at  State? 

The  explanatory  notes  to  the  Helms  proposal  indicate  that  the  America  Desk  will  "serve 
as  a  point  of  liaison  with  U.S.  interest  groups,  providing  policy  makers  with  input  that  will  help 
keep  policy  responsive  to  citizens'  needs."  For  policy  considerations,  do  PVOs  relate  to  the 
America  Desk? 

How  would  PVO  concerns  with  human  rights  be  addressed?  Our  response  to  egregious 
violations  of  human  rights  and  human  suffering  has  always  been  an  important  factor  in  allies'  and 
adversaries'  interpretations  of  U.S.  policies. 

For  AAI,  the  sunset  provision  is  particularly  troubling  because  there  will  still  be  a  need 
to  aid  countries  in  the  poorest  parts  of  the  developing  world  in  20  years  and  there  will 
undoubtedly  be  cases  where  political  relationships  will  dictate  some  aid. 

In  a  second  consideration  of  reorganization,  I  approach  the  issue  from  what's  good  for 
Africa.    The  continent's  needs  are  different.    Low  literacy,  high  infant  mortality,  inadequate 
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nutritional  intake,  decayed  infrastructure  and  a  frustrated  entrepreneurial  class  mire  much  of  the 
continent  in  dismal  poverty.  Failed  states  such  as  Zaire  and  Somalia  obfuscate  the  real  progress 
that  has  been  made,  so  there  isn't  a  large,  vocal  constituency  for  the  continent.  To  obtain  a 
reasonable  and  stable  budgetary  allocation  for  Africa  requires  a  Congressional  commitment 
through  a  protected  fund. 

I  recommend  that  there  be  a  continuation  of  the  concept  of  a  Development  Fund  for  Africa 
as  a  separate  allocation  within  the  New  Partnerships  Initiative  or  in  the  proposed  International 
Development  Foundation. 

From  an  African  perspective  there  is  a  clear  need  for  a  specifically  designated 
authorization  to  pursue  sustainable  development  objectives.  Without  such  a  clearly  designated 
fund,  African  needs  will  be  lost  in  a  host  of  short-term  foreign  policy  goals  as  opposed  to  long- 
term  sustainable  development  needs. 

I  strongly  agree  that  aid  to  Africa  should  be  directed  to  those  countries  that  are 
democratizing  and  seeking  to  revamp  their  economies  to  a  market  orientation.  These  countries 
dot  the  continent  from  Benin  to  Mali  to  Ghana  to  Malawi  and  Zambia  and  Uganda. 

My  point  is  that  whatever  shape  reform  takes,  let's  not  lose  sight  of  the  urgency  for  a 
dedicated  sum  to  help  this  continent  of  great  need  and  great  potential. 

While  Africa  is  especially  needy,  its  foreign  assistance  challenges  are  reflected  in  other 
regions  of  the  developing  world.  Because  of  the  size  of  the  two-thirds  world  and  the  intractable 
nature  of  some  of  its  problems,  foreign  assistance  will  be  with  us  well  into  the  next  century  and 
continue  to  be  an  integral  part  of  foreign  policy. 

In  that  context  of  continuing  need  and  continuing  U.S.  involvement,  I  believe  that  U.S. 
interests  are  best  served  if  foreign  assistance  is  an  integral,  but  separate  arm  of  U.S.  foreign 
policy.   Several  reasons  justify  the  foreign  assistance  program  remaining  a  discrete  entity. 

1.  Lx)ng-term  foreign  policy  objectives  and  long-term  development  goals  may  be 
compatible,  but  short-term  means  may  differ.  If  merged,  programs  which  have  yielded  long-term 
positive  results  may  be  sacrificed  for  short-term  needs. 

For  example,  for  the  past  28  years,  the  African- American  Institute  has  run  a  program  in 
which  more  than  3,000  Africans  have  earned  higher  degrees  in  the  U.S.  These  U.S.  trained 
persons  have  returned  to  their  own  countries  and  made  enormous  contributions  to  national 
development.  If  the  program  had  been  subject  to  short-term  policy  considerations,  we  may  not 
have  reaped  the  benefits  in  Ethiopia,  Benin,  Malawi  and  Nigeria,  to  name  but  a  few  countries  in 
which  policy  differences  over  the  years  may  have  skewed  program  outcomes. 

2.  Separating  foreign  assistance  administered  through  AID  from  foreign  policy  goals 
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offers  State  Department  policy-makers  an  array  of  policy  tools.  Emergency  relief,  humanitarian 
assistance  and  sectoral  development  assistance  all  have  a  political  dimension.  Does  State  want  to 
be  involved  in  the  emergency  responses  to  natural  disasters  and  manmade  miseries? 

Even  more  importantly,  a  separate  agency  for  foreign  assistance  offers  the  opportunity  for 
plausible  deniability. 

Worldwide,  as  nations  have  democratized,  elections  have  been  held  in  more  than  70 
countries.  While  most  have  been  free  and  fair,  some  have  been  compromised  by  sophisticated 
electoral  fraud.  While  non-governmental  organizations  such  as  the  African- American  Instimte, 
the  National  Democratic  Institute  and  the  International  Republican  Institute  who  monitor  these 
elections  (with  AID  funding)  can  denounce  those  simations  in  which  abuse  occurs,  the  State 
Department  must  maintain  cordial  diplomatic  relations  for  a  host  of  economic,  political  and/or 
security  reasons. 

The  separation  of  AID  and  State  provides  a  much  needed  buffer  and  adds  to  the  flexibility 
of  State  officials  on  a  country-by-country  basis.  With  a  unified  agency,  the  U.S.  will  lose  the 
flexibility  of  multiple  means  and  strategies  to  achieve  the  end  goal. 

3.  At  a  time  when  Americans  are  focusing  on  domestic  issues,  we  need  to  expand  citizen 
understanding  and  the  overall  constituency  for  foreign  affairs.  Merging  AID  into  State  will  have 
the  opposite  effect.  In  the  past  ten  years,  U.S.  internationally  focused  NGOs  have  worked 
assiduously  to  establish  relations  with  domestically  based  groups  in  a  conscious  attempt  to 
demonstrate  similarities  between  development  programs  abroad  and  social  problems  in  this 
country.  Those  efforts  have  succeeded.  However,  non-governmental  organizations  working  with 
State  will  blur  the  distinction  between  government  and  non-governmental  organizations  and 
ultimately  decrease  the  constituency. 

4.  Development  assistance  requires  a  different  mix  of  skills  than  does  traditional 
diplomacy,  as  I  have  observed  in  a  career  involving  State  at  the  DAS  level  and  AID  as  a 
consultant,  prior  to  my  current  post.  State  decision-makers  will  have  to  learn  a  difference 
language  and  a  new  conceptual  framework  if  foreign  assistance  is  to  be  effectively  integrated. 

Such  a  shift  would  take  several  years  and  probably  be  bewildering  to  our  development 
partners  at  home  and  abroad. 

5.  Under  courageous  leadership,  AID  has  made  enormous  strides  in  reorganizing  the 
Agency  to  be  responsive  to  a  drastically  changed  international  landscape.  New  programs  in 
Eastern  Europe  and  the  NIS  have  demonstrated  AID's  ingenuity  and  flexibility  in  delivering 
technical  assistance  to  middle  income  countries  while  maintaining  unparalleled  ability  to  work  in 
the  industrializing  world  to  foster  sustainable  development. 

AID'S  emphasis  on  economic  development  with  support  for  transformations  to  market- 
based  economies  and  the  Agency's  efforts  in  fostering  indigenous  private  sectors  has  led  to  growth 


179 


in  international  commerce,  resulting  in  more  robust  trading  partners  for  the  U.S. 

The  New  Partnerships  Initiative  plans  to  strengthen  grassroots  political  and  economic 
institutions,  thereby  reinforcing  these  gains  in  civil  society  and  economic  development. 

I  believe  that  USIA  also  should  remain  a  separate  agency.  Its  unique  raison  d'etre  in 
fostering  public  diplomacy  has  become  all  the  more  important  in  the  post-Cold  War  era.  Multiple 
"publics"  are  springing  up  in  many  countries.  Private  citizen-to-citizen  contact  is  burgeoning. 
The  U.S.  has  built  more  good  will  in  Africa  than  virmally  any  other  donor  country.  At  a  time 
of  rapid  social  change  when  the  nation  does  not  know  who  or  what  may  threaten  it  in  the  world, 
this  nation  needs  many  sources  of  information.  The  U.S.,  through  a  variety  of  successful  USIA 
programs,  has  unparalleled  access  to  leading  members  of  civil  society.  We  shouldn't  lose  this 
important  comparative  advantage. 

The  U.S.  has  spent  50  years  focusing  on  building  democracy.  Part  of  democracy  is 
healthy  respect  for,  but  the  ability  to  criticize,  government.  USIA  has  spread  this  ethos  around 
the  world.  It  will  be  confusing  to  friends  to  see  key  bastions  of  democratic  pluralism  -  press, 
cultural  exchanges— subsumed  in  one  agency. 

It's  part  of  the  richness  of  our  democracy  that  we  can  have  this  type  of  dialogue,  Mr. 
Chairman.  In  concluding  this  portion  of  my  testimony,  I  simply  want  to  reiterate  that  whatever 
form  reorganization  of  the  foreign  affairs  agencies  takes,  please  retain  the  Development  Fund  for 
Africa. 

Aid  to  Africa  is  in  our  national  interest  from  economic,  security  and  humanitarian 
perspectives.   Moreover,  it  is  successful  and  cost-effective. 

II.  Effects  of  Cuts  on  Africa 

The  second  aspect  of  change  in  the  foreign  affairs  budget  that  we  were  asked  to  comment 
on  is  the  effect  of  decreases  of  foreign  assistance. 

I  would  note  at  the  onset  of  this  section  of  my  remarks  that  rather  than  cut  foreign 
assistance,  I  would  urge  retention  of  the  150  account  at  $13.5  billion.  I  would  urge  lawmakers 
not  to  cut  this  minuscule  portion  of  the  federal  budget,  less  than  one  half  of  I  %,  but  retain  it  and 
focus  on  savings  in  other,  less  cost-effective  areas  of  the  budget. 

Foreign  assistance,  like  monies  authorized  and  appropriated  for  defense,  is  in  the  best 
interest  of  the  U.S.  We  cannot  build  our  own  robust  economy  without  viable  trading  partners 
worldwide.  Diseases,  famine  and  drugs  know  no  boundaries.  If  we  do  not  assist  other  nations 
with  population/family  planning,  stemming  environmental  degradation,  and  provide  education  and 
training  opportunities  to  build  their  human  capacities,  we  will  pay  the  price  later. 
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Foreign  assistance  is  effective  and  has  been  a  key  policy  instrument  for  Africa.  Africans 
comprise  a  disproportionate  number  of  the  have-nots.  With  an  average  GNP  of  $490  per  person, 
Africa  has  the  lowest  life  expectancy,  highest  maternal  mortality  rates,  highest  infant  mortality 
rates,  lowest  mean  years  of  schooling  and  lowest  literacy  rates  of  any  region  on  earth.  Of  the  17 
countries  with  the  lowest  human  development  indicators,  15  are  in  Afi-ica.  Sixteen  of  the  20 
poorest  countries  on  earth  are  in  Africa.  In  Mozambique,  the  poorest  country  in  the  world,  the 
average  wage  is  $60  per  year. 

For  Africa,  cuts  would  be  devastating  to  the  majority  of  the  630  million  citizens  of  the 
continent,  but  the  cuts  would  also  redound  badly  to  the  U.S.  Cuts  would  result  in  fewer  viable 
trading  partners,  a  reduced  security  safety  net,  the  loss  of  returns  on  significant  investment  in 
training  African  manpower  and  an  erosion  of  American  moral  fiber  and  social  cohesion. 

A.  1  divide  American  national  interest  into  three  categories:  economic;  security;  and 
moral/humanitarian.  Aid  to  Africa  benefits  the  U.S.  in  all  three  categories. 

If  we  want  robust,  democratic  trading  partners,  it  is  in  our  economic  interest  to  foster  the 
growth  of  viable,  market-oriented  economies  in  other  nations.  We  cannot  achieve  that  goal 
without  investment  in  supporting  economic  restructuring  in  emerging  market-oriented 
democracies.  Quite  simply,  without  aid  to  build  the  economic  partnerships  and  support  the 
entrepreneurial  class,  there  cannot  be  trade  at  levels  sufficient  to  sustain  strong  economic 
relationships. 

This  is  an  investment  in  the  U.S.  interest.  Forty-three  of  the  top  50  buyers  of  U.S.  goods 
were  once  foreign  aid  recipients.  Indeed,  the  developing  world  is  the  largest  trading  partner  of 
the  United  States.  U.S.  exports  to  Africa  totaled  $4.4  billion  in  1994,  while  total  U.S.  assistance 
under  the  DFA  was  $786  million. 

B.  Security  and  strategic  interests 

In  the  bipolar  world  of  the  haves  versus  the  have-nots,  we  live  on  a  planet  where  80 
percent  of  the  world's  5.6  billion  are  the  have-nots.  It  is  that  polarity  which  constitutes  the  crux 
of  the  global  problems  that  we  face.  Our  great  danger  is  that  without  development  assistance  in 
health,  education,  population  and  poverty  reduction,  many  fragile  countries  will  degenerate  into 
failed  states.  When  they  become  regional  destabilizers,  the  U.S.  is  likely  to  intervene  at  far 
higher  costs  than  any  aid  program. 

Burundi  is  an  excellent  example,  for  as  many  as  50,000  refugees  are  fleeing  as  the  Tutsi- 
dominated  army  escalates  its  attacks  on  hapless  civilians.  Those  of  us  who  are  Burundi  watchers 
have  pointed  out  that  the  simation  is  ominously  close  to  Rwanda  and  the  possibility  of  an  April 
6  show  of  force,  mirroring  the  Rwandan  tragedy  that  began  exactly  a  year  ago  tomorrow,  is  all 
too  great.  UN  Secretary  General  Boutros  Ghali,  having  alerted  the  Security  Council  of  this 
potential  tragedy,  is  seeking  funding  to  no  avail.  Sooner  or  later  the  U.S.  will  become  involved, 
if  not  for  humanitarian  and  moral  reasons,  than  because  the  disease  alone  that  is  bred  in  such 
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refugee  situations  ultimately  threatens  our  safety.   Diseases  know  no  borders. 

The  U.S.  also  has  strategic  interests  in  Africa.  Egypt  is  the  only  African  country  to  share 
a  border  with  Is;,  -i,  while  Senegal,  Kenya  and  Ethiopia  all  offer  the  U.S.  military  strategically 
important  staging  rights. 

A  land  mass  three  times  the  size  of  the  continental  U.S.  and  a  storehouse  of  strategic 
minerals,  Zimbabwe,  South  Africa  and  Sierra  Leone  all  provide  minerals  essential  to  U.S. 
defense  and  commercial  interests.  Sierra  Leone  is  the  world's  largest  single  producer  of  strategic 
titanium  ore,  essential  for  aircraft  manufacturers.  Nigeria  is  the  fifth-largest  supplier  of  oil  to  the 
U.S.,  with  exports  of  $4.2  billion  in  oil  to  the  U.S.  in  1994.  Twenty  percent  of  all  U.S.  crude 
oil  came  from  sub-Saharan  Africa  last  year. 

C.        Return  on  cost-effective  investments. 

The  U.S.  has  invested  in  economic,  education  and  other  sectoral  development  that  have 
yielded  high  results.  Investment  to  date  has  been  cost-effective  and  we  would  not  realize  fliU 
return  if  we  decrease  assistance  now. 

For  instance,  U.S.  exports  to  Africa  have  increased  in  seven  of  the  last  nine  years.  It  is 
estimated  that  every  extra  $1  billion  in  exports  adds  19,000  new  jobs  in  the  U.S.  Doubling  our 
exports  to  Africa  would  create  nearly  85,000  jobs  at  home. 

U.S.  support  of  democratization  efforts  has  paid  off  in  II  new  democracies.  For  example, 
our  investment  of  $200,000  in  Benin's  1990-1991  elections  has  resulted  in  a  new  democracy  that 
has  been  a  key  ally  in  fora  ranging  from  the  Human  Rights  Commission  to  discussions  of 
extension  of  the  Non- Proliferation  Treaty. 

In  the  past  five  years,  the  U.S.  has  made  a  commitment  to  African  nations  that  if  political 
systems  were  opened  and  citizens  allowed  to  participate,  and  if  the  economic  stringencies  of 
strucmral  adjustment  and  shifts  to  market  economies  were  attempted,  then  we  would  stand  behind 
them.  The  Africans  have  done  their  part.  From  Benin  to  Zambia  to  Ghana  to  Mali,  they  have 
taken  the  risks,  removed  despots,  reduced  their  militaries  and  tightened  their  belts.  Now  we  must 
do  our  part. 

In  Africa,  we  also  can  see  measurable  results  in  traditional  sectoral  development,  ranging 
from  family  planning  to  increased  agricultural  productivity.  The  Development  Fund  for  Africa 
can  claim  major  responsibility  in  reducing  infant  morality,  childhood  diseases  and  maternal 
morbidity  rates  in  wide  swathes  of  sub-Saharan  Africa.  One  outstanding  example  is  the  Kenyan 
experience  in  family  planning  in  which  the  U.S.  and  other  donors  contributed  to  a  dramatic 
fertility  rate  decrease  from  8  children  per  woman  in  1979  to  approximately  5.4  in  1993. 

In  no  area  has  our  investment  been  more  cost-effective  than  in  education.  Education  is  the 
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linchpin  of  development.  We  canftot  have  trading  partners,  nor  discuss  NPT,  nor  promote  peace, 
without  a  base  of  trained  manpower.  Economic  development  requires  a  literate  labor  force. 
Democratization  requires  a  citizenry  that  can  independently  evaluate  information.  The  correlation 
between  literacy  and  lower  birth  rates,  higher  labor  force  participation  and  higher  yields  per 
hectare  are  well  documented. 

There  is  no  substitute  for  excellence  in  education  as  a  precondition  for  leadership  in 
today's  world.  This  is  the  fiindamental  message  of  AFGRAD  and  ATLAS,  another  success  story 
of  the  DFA.  The  AAI-administered  African  Graduate  Fellowship  Program  (AFGRAD)  and  its 
successor,  the  African  Training  for  Leadership  and  Advanced  Skills  (ATLAS),  has  trained  almost 
3,000  Masters  and  Ph.D.  degree  holders,  now  senior  managers  guiding  the  economic  and  financial 
transformations  of  their  countries.  Support  for  programs  to  network  African  scholars  and  senior 
managers  has  resulted  in  strong  allegiance  to  the  U.S.  and  reliable  sources  of  information  on 
economic  and  political  events  on  the  continent.  Cuts  to  the  DFA  would  mean  reduced 
opportunities  to  build  linkages  through  educational  exchanges  and  less  contact  and  less  exchange 
of  information,  creating  political  vacuums  with  unforeseen  consequences. 

D.   Moral/Humanitarian  Commitment. 

We  Americans  believe  ourselves  to  be  an  ethical  and  humane  people.  Polls  support  that 
self-assessment.  As  an  ethically-based  country,  we  do  not  mm  our  backs  on  those  in  dire  need. 
We  affirm  our  core  values  by  reaching  out  to  those  less  fortunate,  to  hapless  victims  of  manmade 
disaster.  The  American  citizenry  prides  itself  on  its  huraanitarianism. 

Therefore,  foreign  assistance  has  not  only  strategic,  but  domestic  interest  implications. 
The  domestic  national  interest  is  to  insure  and  protect  domestic  tranquillity.    Cuts  to  Africa 
weaken  our  moral  fibre. 

Aid  to  Africa  is  of  special  concern  to  black  Americans.  We  Americans  are  in  a  profound 
crisis  of  our  own  civil  society.  Not  only  are  we  as  individual  citizens  becoming  more  isolated  as 
Robert  Putnam's  prescient  article,  "Bowling  Alone"  shows,  we  are  in  a  continuing  debate  that  is 
reaching  crisis  proportions  over  civil  rights  in  this  country. 

Black  Americans  are  already  under  siege  vis  a  vis  affumative  action.  Cutting  aid  to  Africa 
will  confirm  the  belief  that  we  are  viewed  as  dispensable.  As  Congressman  Donald  Payne  has 
noted  in  separate  correspondence,  severe  reductions  to  the  Development  Fund  for  Africa  will 
alienate  the  black  community  in  the  U.S. 

In  conclusion,  for  national  security  interest,  for  our  economic  interest  and  to  maintain  our 
vision  of  ourselves  as  an  insightful  friend  of  progressive  peoples  in  need,  I  would  urge  that  we 
maintain  development  assistance  to  Africa,  targeting  our  monies  to  those  countries  that  have 
demonstrated  their  commitment  to  democratic  reforms,  popular  participation,  adherence  to  rule 
of  law  and  shifts  to  market-based  economies. 

Finally,  Mr.  Chairman,  I  thank  you  for  convening  this  hearing  which  is  in  the  best  spirit 
of  a  vibrant  democracy-soliciting  opinions,  weighing  the  evidence  and  making  decisions-all  with 
full  transparency.  Thank  you  for  the  opportunity  to  participate  and  share  the  views  of  an 
important  constimency  of  Americans. 
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STATEMENT  OF 

FRANCES  SEYMOUR 

SENIOR  PROGRAM  OFFICER  FOR  DEVELOPMENT  ASSISTANCE  POLICY 

WORLD  WILDLIFE  FUND 

Thank  you,  Mr.  Chairman,  for  the  opportunity  to  testify  before  this  distinguished 
committee.    My  name  is  Frances  Seymour,  and  I  am  testifying  on  behalf  of  World  Wildlife 
Fund,  the  largest  private  U.S.  organization  working  globally  for  the  conservation  of  nature. 
World  Wildlife  Fund  was  founded  in  1961— the  same  year  as  the  Agency  for  International 
Development  (AID).    WWF  has  1.2  million  members  in  the  United  States,  and  is  the  U.S. 
affiliate  of  the  international  WWF  network,  which  has  national  organizations  or 
representatives  in  more  than  50  countries,  and  works  in  more  than  100  countries  throughout 
the  world. 

Investment  in  environmental  programs  abroad  promotes  the  U.S.  national  interest. 

The  principal  message  I  have  to  convey  to  you  today  is  that  environmental  programs 
supported  by  U.S.  development  assistance  funds  promote  the  national  interest.    They  do  so  in 
three  important  ways: 

•  by  promoting  in  recipient  countries  economic  prosperity  and  political  stability  that 
are  directly  dependent  upon  tijaintenance  of  the  natural  resource  base; 

•  by  addressing  global  environmental  change  that  directly  threatens  the  United  States; 
and 

•  by  supporting  private  efforts  to  conserve  the  remarkable  variety  of  life  on  Earth. 

For  thirty  years,  the  U.S.  development  assistance  program  was  conducted  in  the 
shadow  of  communist  aggression  and  nuclear  holocaust,  then  considered  the  primary  threats 
to  national  security.   We  now  live  in  a  new  world.    The  performance  of  the  U.S.  government 
in  promoting  our  interests  abroad  will  be  measured  less  by  its  ability  to  project  military  force 
than  by  its  effectiveness  in  preserving  the  global  natural  resource  base  on  which  all  human 
life  depends.    The  fates  of  natural  systems  and  human  societies— including  our  own— are 
intimately  intertwined,  and  development  assistance  programs,  institutions,  and  funding  levels 
must  reflect  that  interdependence. 

Environmental  protection  is  one  of  several  important  values  that  would  be  sacrificed  if 
the  United  States  were  to  limit  its  development  assistance  to  those  countries  and  programs 
deemed  to  be  in  the  narrowly-construed  economic  and  political  interests  of  the  United  States. 
Some  have  called  for  dramatic  reductions  in  aid  to  Africa  and  other  parts  of  the  world  that 
do  not  present  either  immediate  opportunities  for  U.S.  trade  and  investment  or  imminent 
threats  to  our  national  security. 

Such  proposals  are  ill-advised  on  three  counts.    First,  economic  prosperity  and 
political  stability  in  the  developing  world,  both  of  which  are  dependent  upon  environmental 
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health,  are  in  the  national  interest  of  the  Uiiited  States.    Second,  the  trajectories  of  global 
environmental  threats  such  as  climate  change  and  biodiversity  loss  are  critically  dependent  on 
the  development  paths  taken  by  countries  in  Africa,  Asia,  and  Latin  America.    Third,  even 
were  it  not  in  our  direct  self-interest  to  provide  assistance  to  the  world's  poorest  people  and 
most  threatened  wildlife,  Americans  believe  that  it  is  the  right  thing  to  do.    As  it  is,  we  come 
in  last  among  21  industrialized  countries  in  terms  of  the  percentage  of  our  GNP  that  we 
allocate  to  official  development  assistance. 

I  want  to  focus  today  on  how  the  U.S.  development  assistance  program:    1)  attacks 
the  root  causes  of  threats  to  the  economic  prosperity  and  political  stability  of  recipient 
countries;  2)  addresses  global  environmental  threats;  and  3)  complements  and  enhances 
private  conservation  efforts.    I  will  conclude  with  brief  comments  on  proposals  to  change  the 
administrative  structure  for  managing  the  U.S.  bilateral  development  assistance  program. 


1)   The  national  interest  of  the  United  States  is  directly  affected  by  the  economic 
prosperity  and  political  stability  of  developing  countries  and  countries  in  transition,  and 
these,  in  turn,  are  critically  threatened  by  environmental  degradation. 

Environmental  stability  is  as  important  as  financial  stability. 

In  recent  weeks,  national  attention  has  been  focused  on  the  peso  crisis  in  Mexico, 
with  much  discussion  of  how  the  financial  troubles  south  of  the  border  affect  the  well-being 
of  those  of  us  to  the  north.    I  would  suggest  that  we  need  to  be  at  least,  if  not  more, 
concerned  about  the  prospect  of  countries  living  beyond  the  means  of  their  natural  resource 
base,  and  the  implications  for  the  United  States.   When  a  currency  collapses,  we  can  talk 
about  a  bail-out;  when  an  entire  ecosystem  collapses,  we  have  no  such  remedy  to  propose. 

Public  and  private  actors  may  have  failed  to  heed  the  warning  signs  of  imminent 
financial  crisis  in  Mexico.    Let  us  not  make  the  same  mistake  and  ignore  the  all-too-obvious 
evidence  that  the  Earth's  ecological  infrastructure  is  being  dangerously  undermined  in  an 
increasing  number  of  places  on  the  planet,  with  profound  implications  for  economic 
prosperity  and  political  stability: 

•  In  Africa,  desertification  and  declining  soil  fertility  is  raising  the  cost  of  badly- 
needed  gains  in  agricultural  production. 

•  In  the  Middle  East,  competition  for  scarce  water  resources  threatens  to  provide  a 
flashpoint  for  future  conflicts. 

•  In  Southeast  Asia,  deforestation  has  contributed  to  the  siltation  of  rivers  and 
flooding  that  has  wiped  out  entire  villages. 
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•  In  Central  and  Eastern  Europe,  fear  of  liability  for  past  and  continuing 
environmental  contamination  has  emerged  as  a  major  obstacle  to  privatization  and 
foreign  investment  in  many  industrial  facilities. 

•  Around  the  world,  marine  fisheries  have  been  overexploited  to  the  point  that 
catches  have  decreased,  generating  an  increasing  number  of  conflicts  over  fishing 
rights. 

Root  causes  of  environmental  threats  are  effectively  addressed  by  development  assistance. 

The  root  causes  of  these  environmental  threats  are  often  found  at  the  national  level, 
where  development  assistance  programs  are  well-positioned  to  leverage  needed  policy  change 
and  investment.    For  example,  the  failure  of  governments  to  address  extreme  poverty, 
address  rapid  demographic  change,  enact  appropriate  agricultural  sector  policies,  or 
recognize  local  resource  rights  can  all  lead  to  the  destruction  of  fragile  ecosystems  such  as 
tropical  rainforests  or  arid  lands.    In  the  Sahelian  countries  of  West  Africa,  U.S. -supported 
programs  have  effectively  encouraged  national  governments  to  reform  legislation  and 
administrative  practices  to  devolve  responsibility  for  managing  natural  resources  to  the  local 
communities  who  depend  on  them  for  survival. 

U.S.  Government-financed  efforts  to  reduce  poverty  by  stimulating  economic  activity, 
improve  natural  resource  management,  promote  energy  efficiency,  provide  health  and  family 
planning  services,  and  develop  institutions  of  civil  society  all  contribute  to  the  alleviation  of 
environmental  stress.  It  is  thus  important  that  this  testimony  not  be  misunderstood  as 
directed  only  to  programs  labelled  "environment";  a  broad  range  of  activities  that  fall  under 
the  heading  of  "sustainable  development"  also  help  to  maintain  the  ecological  base  on  which 
economic  prosperity  and  political  stability  depend. 

U.S.  leadership  in  multilateral  development  instimtions  such  as  the  World  Bank  is 
also  necessary  to  ensure  that  their  project  finance  and  policy  advice  promote  rather  than 
undermine  conservation  objectives.    The  U.S.  Congress  can  claim  credit  for  pushing  the 
multilateral  development  banks  to  put  in  place  environmental  impact  procedures  and  energy 
and  forestry  policies  to  minimize  environmental  harm.    However,  the  ability  of  the  United 
States  to  continue  to  lead  the  international  financial  instimtions  in  the  right  direction  will  be 
lost  should  we  fail  to  deliver  the  contributions  we  have  pledged. 

2)   Global  environmental  threats,  such  as  climate  change  and  biodiversity  loss,  have 
profound  implications  for  the  social  and  economic  well-being  of  the  United  States. 
Meeting  global  environmental  challenges  requires  the  leadership  and  financial 
commitment  that  only  the  United  States  can  provide. 
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Global  climate  change  poses  direct  threats  to  the  United  States. 

Representatives  of  more  than  150  countries  are  gathered  in  Berlin  this  week  at  the 
first  Conference  of  the  Parties  to  the  U.N.  Framework  Convention  on  Climate  Change. 
They  have  come  together  to  try  to  reach  a  political  consensus  on  what  is  to  be  done  to 
address  the  threat  of  global  warming;  a  broad  scientific  consensus  already  exists  that 
something  must  be  done.    The  Intergovernmental  Panel  on  Climate  Change,  a  group  of  more 
than  500  of  the  world's  leading  scientists,  first  reported  in  1990  that  significant  trends  in 
global  climate  change  had  already  been  observed.    Negotiators  in  Berlin  are  there  because 
they  recognize  that  averting  the  most  severe  impacts  of  climate  change  will  require 
international  cooperation  to  reduce  greenhouse  gas  emissions  worldwide.    What  might  those 
impacts  include? 

•  Global  warming  is  predicted  to  cause  an  increase  in  the  frequency  arid  severity  of 
storms  and  coastal  flooding.    This  possibility  has  already  caught  the  attention  of  U.S. 
insurance  industry  officials,  who  note  that  21  out  of  the  largest  25  insured  "natural" 
disasters  have  occurred  in  the  last  ten  years,  and  that  two-thirds  involved  a 
combination  of  wind  and  water  damage.    Predicted  increases  in  sea  level  and  severe 
weather  are  of  utmost  concern  to  small  island  nations,  and  should  be  of  interest  to 
Members  of  Congress  from  coastal  areas  as  well. 

•  Global  warming  will  heat  the  water  in  streams,  lakes,  and  oceans,  leading  to  die- 
offs  of  aquatic  organisms  and  disruption  of  the  food  chain.    Last  year  saw  the 
"bleaching"  of  tropical  coral  reefs  around  the  world.    Last  month,  researchers 
reported  that  warming  waters  have  caused  an  80  percent  decline  in  marine  plankton 
from  a  large  area  off  the  coast  of  California.    Preliminary  evidence  indicates  that  a 
small  increase  in  the  temperature  of  North  American  lakes  and  streams  could 
decimate  populations  of  trout,  salmon,  and  other  fish  that  they  now  support,  with 
significant  biological  and  economic  implications. 

•  Perhaps  most  alarming  of  all,  global  warming  could  dramatically  change  rainfall 
patterns  across  continents,  with  potentially  catastrophic  implications  for  agricultural 
production.  Most  experts  agree  that  food  supplies  will  have  to  be  doubled  over  the 
next  30  years  to  meet  the  needs  of  the  world's  growing  population. 

Those  impacts  cannot  be  avoided  unilaterally.    Carbon  emissions  from  coal 
combustion  in  countries  such  as  India  and  China  will  overwhelm  the  effects  of  energy 
conservation  efforts  in  the  United  States  absent  international  cooperation  and  financial 
assistance  to  control  such  emissions. 
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Global  biodiversity  loss  affects  the  welfare  of  U.S.  citizens. 

Much  of  the  world's  biological  wealth  on  which  our  own  well-being  depends  is  found 
in  tropical  countries,  and  there  is  no  question  that  it  is  being  eroded  at  a  rapid  rate. 
Biodiversity'  loss  can  be  caused  by  over-use,  pollution,  and  the  introduction  of  exotic 
species,  but  by  far  the  most  important  cause  is  the  destruction  of  natural  habitats.    To  an 
extent  unprecedented  in  human  history,  natural  ecosystems  around  the  world  have  been 
converted  into  urban  and  agriculniral  landscapes  and  wastelands.    Between  one-third  and  one- 
half  of  the  Earth's  land  surface  has  now  been  substantially  altered  by  people,  with  a 
corresponding  loss  of  refuge  for  wild  plants  and  animals. 

Maintaining  biological  diversity  is  important  to  the  welfare  of  local  communities  in 
developing  countries,  but  it  is  also  important  to  the  welfare  of  the  United  States.    Let  me 
mention  only  a  few  examples. 

•  Each  day  that  plants  and  animals  become  extinct,  potentially  beneficial  and 
profitable  medicinal  compounds  are  lost  forever.    In  1960,  a  child  with  leukemia  had 
a  one  in  five  chance  of  remission.    Today,  thanks  to  anti-cancer  drugs  developed  from 
a  compound  discovered  in  the  Rosy  Periwinkle  plant  found  in  Madagascar,  that  same 
child  has  a  four  in  five  chance  of  survival. 

•  Biological  diversity  is  critical  to  maintaining  the  productivity  and  disease  resistance 
of  U.S.  agricultural  crops.    The  disease  resistance  of  wheat  grown  in  Montana  is 
thanks  to  genetic  input  from  a  wild  wheat  found  in  Turkey,  while  that  of  barley 
grown  in  California  is  protected  by  germplasm  from  Ethiopia.    The  wild  relatives  of 
many  crops  on  which  future  plant  breeding  depends  are  found  outside  the  borders  of 
the  United  States. 

•  Maintaining  biological  diversity  in  developing  countries  has  impacts  in  our  own 
backyards— literally.  The  migratory  songbirds  that  arrive  in  North  America  in  the 
spring  depend  on  forests  in  Central  and  South  America  for  their  winter  habitat  and 
breeding  grounds.  Research  indicates  that  tropical  deforestation  has  a  more  direct 
impact  on  migrant  bird  populations  than  does  habitat  loss  in  North  America. 

Development  assistance  is  an  effective  tool  to  meet  global  environmental  challenges. 

Only  with  strong  leadership  and  financial  commitments  from  the  United  States  can 
threats  to  the  global  environment  be  overcome.    While  the  reform  of  AID  is  not  yet 
complete,  we  can  be  proud  that  the  U.S.  bilateral  assistance  program  has  a  strong  record  of 


'    Biological  diversity,  often  shortened  to  biodiversity,  means  simply  the  variety  of  the  Earth's  vast 
assemblage  of  species,  known  and  unknown,  and  the  intricate  relationships  that  exist  among  them.    Biodiversity 
also  includes  the  variety  of  genetic  material  found  within  individual  species. 
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helping  poorer  countries  to  address  global  environmental  challenges.   AID  has  set  the 
prevention  of  climate  change  and  biodiversity  loss  as  two  global  objectives,  and  is  to  be 
conmiended  for  undertaking  a  deliberate  process  of  priority-setting  in  these  areas  to  ensure 
that  scarce  resources  are  allocated  to  the  most  critical  targets  of  opportunity.    And  in  contrast 
to  the  popular  image  of  large,  inefficient,  govemment-to-govemment  projects,  AID-funded 
climate  change  and  biodiversity  programs  undertaken  in  cooperation  with  private 
organizations  here  and  abroad  have  proven  to  be  low-cost,  effective  instruments  to  build  local 
capacity  for  ecologically-  and  socially-sound  natural  resource  management. 

AID'S  strategic  approach  to  climate  change  has  included  efforts  to  reduce  sources  of 
greenhouse  gas  emissions  through  the  promotion  of  energy  efficiency  and  renewables,  as  well 
as  initiatives  to  enhance  carbon  sinks  through  limiting  deforestation. 

•  Through  its  sponsorship  of  the  multi-agency  U.S.  Country  Studies  Program,  AID  is 
supporting  one  of  the  most  successful  efforts  by  any  industrialized  country  aimed  at 
helping  developing  nations  meet  their  commitments  under  the  U.N.  Framework 
Convention  on  Climate  Change.    The  program  is  helping  to  establish  accurate  baseline 
greenhouse  gas  emissions  data  for  more  than  50  countries,  as  well  as  assessments  of 
vulnerability  to  climate  change  and  mitigation  options. 

•  In  cooperation  with  other  agencies,  AID  has  been  instrumental  in  establishing  non- 
profit energy  efficiency  centers  in  several  countries  in  Central  and  Eastern  Europe. 
The  opportunities  for  energy  conservation  in  these  countries  are  enormous,  and  these 
centers,  such  as  CENEf  in  Moscow,  have  been  able  to  facilitate  the  transfer  of  U.S. 
technologies,  thereby  supporting  U.S.  business  while  helping  to  reduce  greenhouse 
gas  emissions. 

Under  a  mandate  from  Congress,  AID  has  consistently  led  the  donor  community  in 
promoting  biodiversity  conservation  around  the  world. 

•  The  Biodiversity  Support  Program  (BSP),  an  AID-supported  consortium  of  WWF, 
The  Nature  Conservancy,  and  the  World  Resources  Institute,  has  developed  a 
reputation  for  excellence  in  providing  technical  assistance  to  AID  and  its  overseas 
partners  in  the  conservation  of  biological  diversity  in  cooperation  with  local 
communities.    Its  activities,  ranging  from  an  eco-enterprise  grants  program  for  the 
Asia/Pacific  region  to  development  of  a  national  conservation  strategy  for  Bulgaria, 
would  be  among  those  crippled  by  significant  cuts  in  AID  funding  for  biodiversity. 

•  AID  has  also  undertaken  pioneering  work  in  conservation  finance  in  cooperation 
with  private  conservation  interests.    By  endowing  national-level  foundations  and  trusts 
through  debt-for- nature  swaps  and  other  innovative  mechanisms,  AID  has  ensured  that 
in-country  resources  for  conservation  efforts  will  be  available  long  after  external 
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assistance  has  been  phased  out.   Recipients  have  included  the  Philippines, 
Madagascar,  Indonesia,  Mexico,  and  six  other  countries  in  Latin  America. 

I  want  also  to  note  that  U.S.  participation  in  and  financial  support  to  the  Global 
Environmental  Facility  (GEF),  while  not  under  the  jurisdiction  of  this  Committee,  is  a 
critical  complement  to  the  U.S.  bilateral  aid  program.    The  GEF  is  the  only  multilateral 
funding  source  focussed  exclusively  on  environmental  challenges,  and  has  a  central  role  in 
the  implementation  of  important  international  treaties. 

3)   Americans  care  about  conserving  the  wealth  of  life  on  Earth,  and  development 
assistance  funds  complement  and  enhance  private  conservation  efforts  such  as  those 
supported  by  WWF. 

More  than  1.2  million  Americans  have  joined  WWF  because  they  value  the 
conservation  of  nature  in  other  countries  for  moral,  aesthetic,  spiritual,  and  cultural  reasons. 
They  support  efforts  to  conserve  wildlife  that  they  will  likely  never  see  because  they  believe 
we  have  an  obligation  to  preserve  the  Earth's  remarkable  variety  of  living  things 
undiminished  for  future  generations.    Over  the  last  34  years,  WWF  has  undertaken  more 
than  2000  projects  in  116  countries  to  protect  endangered  species  and  habitats,  reduce 
pollution,  build  local  capacity,  and  link  conservation  to  improving  the  lives  of  people  in 
developing  countries.    Last  year,  WWF  programmed  more  than  $35  million  in  U.S.  private 
funds  for  conservation  efforts  abroad. 

But  the  impact  of  our  efforts  and  those  of  other  private  organizations  is  multiplied 
through  the  strategic  investment  of  U.S.  development  assistance  funds  in  conservation 
programs.    U.S.  support  is  playing  a  critical  role  in  the  survival  of  populations  of  threatened 
species  around  the  world. 

•  A  precipitous  decline  in  elephant  populations  in  southern  Africa  has  been  arrested 
thanks  in  part  to  U.S-funded  conservation  efforts  in  13  African  countries. 

•  The  survival  of  rhinos  in  Chitwan  National  Park  in  Nepal  is  being  assured  through 
an  AID-funded  initiative  to  share  income  from  tourism  with  local  communities,  thus 
ensuring  their  support  for  the  park. 

•  The  Siberian  (or  Amur)  tiger  is  being  kept  from  the  brink  of  extinction  thanks  to 
U.S.  support  for  anti-poaching  and  other  conservation  efforts  in  Russia. 

These  conservation  programs  and  others  in  more  than  40  countries  complement  and  amplify 
the  efforts  of  private  organizations  like  WWF  to  preserve  the  wealth  of  life  on  Earth. 

Clearly,  private,  bilateral,  and  multilateral  development  assistance  flows  are  all 
critical  to  meeting  global  environmental  threats  and  promoting  the  conservation  of  nature 
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worldwide.    Private  organizations  like  WWF  can  do  a  lot,  but  there  are  some  roles  that  only 
governments  and  intergovernmental  institutions  can  play.    All  are  critical  components  of  the 
institutional  framework  necessary  to  link  local  initiatives,  national-level  policy  reform,  and 
international  cooperation  in  protecting  the  global  environment.    Significant  cuts  in  funding 
for  international  environmental  programming  would  lead  to  the  termination  of  valuable 
initiatives,  and  would  also  signal  a  U.S.  retreat  from  the  position  of  leadership  that  no  other 
country  can  assume. 


4)   The  administrative  structure  and  delivery  mechanisms  for  development  assistance 
funds  must  reflect  a  broad,  long-term  construction  of  U.S.  economic  and  political 
interests. 

Aid  should  be  insulated  from  short-term  political,  economic,  and  budgetary  imperatives. 

In  the  more  than  three  decades  since  WWF  and  AID  were  founded,  we  have  learned  a 
great  deal  about  what  is  necessary  to  deliver  development  assistance  with  the  maximum 
possible  efficiency  and  effectiveness.   We  have  learned  that  development  assistance  is  a  long- 
term  enterprise,  and  whatever  entity  within  the  U.S.  government  is  charged  with  delivering 
that  assistance  must  be  buffered  from  short-term  fluctuations  in  geographic  and  thematic 
priorities. 

While  all  would  agree  that  development  assistance  must  be  coordinated  with  broader 
U.S.  foreign  policy  objectives,  in  our  experience,  the  effectiveness  of  American  assistance 
has  if  anything  been  constrained  by  being  too  closely  associated  with  short-term  U.S. 
political  and  economic  interests.   The  end  of  the  Cold  War  has  given  us  the  opportunity  to 
focus  assistance  on  long-term  development  objectives  uncolored  by  superpower  politics. 
Moving  AID  into  the  State  Department  would  be  movement  in  the  wrong  direction. 

Similarly,  the  geographic  reach  of  U.S.  support  for  international  environmental 
programs  need  not  be  sacrificed  to  meet  short-term  budgetary  imperatives.    As  part  of  its 
streamlining  efforts,  AID  announced  21  mission  closings  last  year,  and  another  six  are 
projected.   Where  in-country  presence  is  not  cost-effective,  regionally-funded  programs  and 
those  implemented  by  private  organizations  should  be  utilized  to  maintain  U.S.  leadership  in 
the  environment  and  other  sectors  after  AID  missions  have  closed. 

In  addition,  the  narrowing  of  focus  of  our  bilateral  assistance  program  makes 
participation  in  multilateral  institutions  all  the  more  important.    In  the  Pacific  region,  for 
example,  where  AID  has  closed  offices  in  Papua  New  Guinea  and  Fiji,  the  United  Nations 
Development  Program  plays  a  key  role  in  administering  grant  programs  that  support 
conservation  efforts.    In  sub-Saharan  Africa,  where  AID  is  withdrawing  from  nine  countries, 
every  dollar  contributed  to  the  International  Development  Association  (IDA)— the  soft  loan 
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window  of  the  World  Bank  targeted  to  the  poorest  countries— leverages  an  additional  five 
dollars  from  other  donors. 

Public-private  partnerships  are  more  effective  than  "privatization  ". 

Another  lesson  learned  from  more  than  30  years  of  experience  is  that  U.S. -based 
private  voluntary  organizations  (PVOs)  and  non-governmental  organizations  (NGOs)  in 
recipient  countries  are  often  the  most  effective  agents  of  development.    Development  is  about 
building  the  skills  of  people  and  the  capacity  of  institutions  in  recipient  countries,  which 
requires  long-term  relationships  with  in-country  partners.    We  have  learned  that  large-scale, 
government-to-govemment  projects,  carried  out  by  consultant  teams  on  contract,  are  often 
less  effective  than  smaller-scale  efforts  undertaken  in  cooperation  with  PVOs  and  NGOs. 
We  applaud  Vice  President  Gore's  recent  announcement  of  the  administration's  New 
Partnerships  Initiative,  which  will  increase  to  40  percent  the  share  of  aid  funds  channelled 
through  private,  non-profit  organizations. 

However,  this  is  not  the  same  as  recent  calls  for  the  "privatization  of  foreign  aid", 
which  signals  a  dramatic  decline  in  aid  resources  as  well  as  the  separation  of  public  and 
private  development  assistance  initiatives.    Is  AID  in  need  of  reform?   Yes,  and  reform  is 
underway,  although  it  may  not  go  far  enough  or  fast  enough  to  respond  to  the  rapidly 
changing  international  and  domestic  context  for  U.S.  bilateral  assistance.    The  exemplary 
performance  of  institutions  like  the  Inter-American  Foundation  should  encourage  us  to  give 
serious  consideration  to  expanding  on  foundation  models  to  deliver  aid.    But  there  will 
always  be  circumstances  in  which  government-to-government  assistance  is  appropriate,  and 
indeed  essential,  to  provide  an  enabling  environment  for  private  efforts  to  succeed.    It  would 
be  a  grave  mistake  to  dismantle  our  current  institutional  infrastructure  prior  to  reaching 
consensus  on  the  purpose  of  bilateral  aid,  and  more  debate  is  clearly  needed  on  this  issue.    It 
is  our  hope  that  such  a  debate  will  result  in  a  broad-based  commitment  to  a  coherent,  long- 
term  approach  to  effective  U.S.  development  assistance. 


Conclusion 

To  summarize,  U.S.  support  for  environmental  programs  abroad  is  in  the  direct 
interest  of  the  United  States.    Continued  U.S.  leadership  in  development  assistance  is  critical 
to  addressing  the  root  causes  of  economic  and  political  instability  in  developing  countries  and 
countries  in  transition.    It  is  an  essential  tool  to  address  global  environmental  threats  to  U.S. 
interests.    It  is  effective  in  promoting  the  conservation  of  nature  worldwide  in  partnership 
with  private  efforts. 

The  U.S.  bilateral  assistance  program  must  strike  a  balance  between  coordination  with 
and  domination  by  short-term  political  and  economic  objectives,  and  AID  should  neither  be 
folded  into  the  State  Department  nor  privatized  out  of  existence.    It  should  employ  innovative 
private  and  multilateral  organizations  to  maintain  its  geographic  reach  despite  cost-cutting, 
and  should  foster  public-private  partnerships.    Bureaucratic  reorganization  should  follow, 
rather  than  pre-empt,  a  discussion  of  the  role  of  development  assistance  in  promoting  U.S. 
interests  abroad  in  the  post-Cold  War  era. 

Whatever  the  outcome  of  debates  about  reorganizing  the  administrative  structure  for 
development  assistance,  it  is' crucial  to  maintain,  and  indeed  increase,  the  resources  devoted 
to  addressing  environmental  challenges  abroad.   The  leadership  of  the  United  States  in 
overcoming  the  most  important  threats  to  global  security  hangs  in  the  balance. 
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Victoria  Markell 

Director  of  Political  Affairs 
Population  Action  International 

Chairman  Gilman,  Committee  members,  thank  you  for  the  invitation  to  testify 
today  on  the  U.  S.  foreign  assistance  program  and  the  proposed  restructuring  of 
the  government  agencies  which  implement  foreign  assistance. 

I  am  Victoria  Markell,  Director  of  Political  Affairs  for  Population  Action 
International  (PAI).  Fovmded  in  1965,  PAI  is  a  private,  non-profit  organization 
committed  to  universal  access  to  voluntary  family  planning  and  reproductive 
health  services  and  early  stabilization  of  world  population.  It  is  perhaps 
important  to  state  that  we  receive  no  U.S.  government  money  for  any  part  of  our 
program. 

PAI  carries  out  its  mission  through  a  variety  of  channels.  These  include  direct 
outreach  and  advocacy  with  high-level  decision-makers  and  the  dissemination  of 
policy-oriented  educational  materials  to  policymakers,  the  media  and  the  general 
public.  PAI  works  to  develop  and  strengthen  the  pohtical  and  financial  support 
for  high  quality,  voluntary  family  planning  and  related  programs  in  developing 
countries. 

It  has  been  thirty  years  since  Congress  first  appropriated  funds  for  international 
population  assistcmce.  While  there  have  been  some  fluctuations  in  the  dollar 
amounts,  bipartisan  congressional  support  for  population  assistance  has 
remained  solid,  through  both  Republican  and  Democratic  Administrations. 

The  reasons  that  led  Congress  to  earmark  substantial  funds  for  population 
assistance  in  every  year  since  1967  remain  just  as  valid  today  as  when  the 
program  was  established.  Namely,  rapid  population  growth  is  one  of  the 
world's  most  serious  problems,  posing  a  long-term  threat  to  U.S.  national 
interests  in  the  areas  of  security,  trade,  and  the  environment  and  imdennining 
the  prospects  for  economic  and  social  progress  in  developing  cotmtries. 

Current  levels  of  population  growth  -  95  percent  of  it  occurring  in  developing 
countries  —  have  no  historical  precedent.  It  took  from  the  dawn  of  time  to  the 
year  1830  for  the  world  to  reach  a  total  population  level  of  one  billion  people.  By 
1930,  that  figure  had  doubled  to  two  billion.  By  1976  it  had  again  doubled  to 
four  billion.  The  world  added  its  next  billion  people  in  just  13  years  and  will  add 
another  billion  in  only  11  years. 

Although  the  rate  of  population  growth  has  declined,  the  number  of  people 
added  annually  to  the  world's  population  is  near  record  levels.  In  1995,  world 
population  will  grow  by  nearly  90  million  people  or  tilmost  a  quarter  of  a  million 
people  per  day. 
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This  rapid  growth  in  human  population  threatens  the  future  economic  and 
political  viability  of  many  developing  countries  and  undermines  their  potential 
to  be  reliable  allies,  good  trading  partners,  and  growing  markets  for  U.S.  exports. 

In  an  increasingly  interdependent  world,  the  ill  effects  of  underdevelopment  and 
population  pressures  anywhere  have  adverse  consequences  everywhere. 
Nowhere  is  this  fact  more  apparent  than  in  the  sphere  of  international  trade. 
Most  of  the  growth  in  U.S.  exports  is  taking  place  in  the  nations  of  the 
developing  world  and  in  countries  making  the  painful  transition  from  state- 
controUed  economies  to  the  free  enterprise  system.  Stable  economic  growth  in 
these  countries  and  increased  trade  are  critical  to  America's  economic  future. 

The  integration  of  the  developing  nations  and  their  peoples  into  the  global 
economy  can  only  be  accomplished  by  the  right  combination  of  participatory 
government,  sound  economic  policies,  and  strategic  investments  in  key  social 
sectors,  particularly  education  and  health.  U.S.  sustainable  development 
programs  have  helped  create  an  enabling  environment  for  economic  growth  and 
higher  standards  of  living  by  focusing  funding  and  techiucal  assistance  in  those 
critical  areas  —  institution-building,  human  resource  development  (including 
education  and  traiiiing),  population  stabilization,  improvements  in  health,  and 
sustainable  rwtural  resource  use  --  necessary  for  the  successful  transformation  of 
a  country's  economy. 

Around  the  world,  in  countries  emerging  from  communism  and/or  adjusting  to 
the  end  of  the  Cold  War,  the  desire  for  political  freedom  and  representative 
government  is  strengthening.  For  many  countries,  the  stability  of  new 
democratic  institutions  may  depend  not  only  on  the  wisdom  of  their  leaders  and 
on  the  support  they  receive  from  abroad,  but  on  those  leaders'  ability  to  provide 
a  decent  quality  of  life  for  their  people  by  coping  with  pressures  created  by 
demographic  change. 

Rapid  population  grov^,  especially  when  overlaid  with  sharp  ethnic  or  other 
social  and  economic  divisions,  places  great  strains  on  pohtical  institutions.  It  also 
complicates  the  problems  of  governance  by  contributing  to  massive  urbaivization, 
to  an  imbalanced  age  structure,  and  to  labor  force  expansion  which  outstrips  job 
creation,  especially  for  urban  youth. 

To  the  extent  population  pressures  contribute  to  weakening  economic  and 
political  structures,  they  adversely  affect  international  stability  and  peace.  The 
overthrow  of  a  single  government  or  the  weakening  of  a  single  economy  can 
produce  sudden  changes  of  global  sigruficance. 

Two  nations  that  have  benefited  from  U.S.  population  assistance  demonstrate 
how  expenditures  on  family  planning  in  particular  are  a  good  investment  for  the 
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countries  themselves  because  of  resulting  savings  in  government  outlays  for 
health,  education,  and  other  social  programs  and  in  requirements  for  foreign 
assistance. 

A  cost-benefit  analysis  of  Thailand's  family  planning  program,  which  has 
"graduated"  from  U.S.  population  assistance,  found  that  the  average  return  on 
each  dollar  invested  was  estimated  at  more  than  $7  initially  and  was  projected  to 
rise  to  more  than  $16  over  the  40-year  period  ending  in  the  year  2010.  A  similar 
study  in  Mexico  concluded  that  for  every  peso  invested  in  family  planning,  nine 
pesos  are  saved  that  would  have  to  be  spent  on  maternal  and  child  health  care. 
An  estimated  $2  billion  was  saved  between  the  years  1972  and  1984  alone. 

The  benefits  of  U.S.  population  assistance  accrue  not  just  to  the  American  people 
and  developing  country  governments,  but,  more  importantly,  to  the  families  of 
the  developing  world,  particularly  to  women  and  children.  Family  planning 
saves  lives. 

By  establishing  a  healthy  pattern  of  childbearing  through  the  use  of  family 
plaiming,  a  20  percent  to  25  percent  reduction  in  infont  and  child  mortality 
would  be  possible,  cutting  these  deaths  by  3  million  each  year. 

If  family  plarming  were  used  to  increase  the  intervcd  between  pregnancies  to  at 
least  two  years,  to  reduce  adolescent  childbearing,  and  to  prevent  pregnancies  in 
women  older  than  35  years  and  beyond  four  births,  a  quarter  of  the  500,000 
annual  maternal  deaths  would  be  averted.  With  more  mothers'  lives  being 
saved,  there  is  a  greater  likelihood  of  their  existing  children  surviving. 

For  women,  the  complications  associated  with  pregnancy,  abortion,  and 
childbirth  are  the  first  or  second  most  common  cause  of  death  in  most 
developing  coxu\tries.  The  risk  of  dying  from  pregnancy-related  causes  over  a 
woman's  lifetime  is  about  1  in  20  in  Africa  and  1  in  50  in  Asia  compared  to  1  in 
10,000  in  Northern  Europe.  Maternal  mortality  represents  10  percent  to  30 
percent  of  all  deaths  among  women  and  one-quarter  to  one-half  of  deaths  among 
women  of  reproductive  age  in  developing  countries.  Many  of  these  deaths  result 
from  an  unsafe  pattern  of  childbearing. 

Unsafe  abortion  is  also  a  major  cause  of  death  among  women  of  childbearing  age 
in  much  of  the  developing  world,  where  more  than  half  of  all  abortions  occur. 
About  100,000  women  die  as  a  result  of  unsafe  abortion  each  year  —  almost  all  in 
developing  countries  -^  and  many  more  suffer  long-term  health  problems  such  as 
chronic  infection,  pain,  and  infertility.  Improved  access  to  good  quality  family 
plarming  services  is  likely  to  reduce  the  incidence  of  abortion  over  time. 
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An  estimated  250  million  new  cases  of  sexually  transmitted  disease  (STD) 
infection  ocoir  each  year.  Family  planning  alone  cannot  solve  the  STD  problem, 
but  it  is  an  important  part  of  the  solution.  Family  planning  providers  offer 
information  about  safe  sexual  practices  and  barrier  contraceptive  methods, 
which  are  the  primary  means  of  preventing  the  spread  of  many  STDs  including 
HIV/AIDS. 

Since  the  inception  of  the  U.S.  population  assistance  program  in  1965,  a 
revolution  in  individual  reproductive  behavior  has  occurred  across  much  of  the 
developing  world,  due  in  large  part  to  U.S.  leadership  and  assistance. 

The  U.S.  is  the  single  largest  contributor  of  funds  for  family  planning  and 
reproductive  health  care  among  industrialized  cotintries  and  the  recognized 
world  leader  in  the  population  field.  The  U.S.  works  in  dose  partnership  with 
the  international  community  and  with  developing  country  governments.  But 
overall,  developing  country  governments  and  their  citizens  account  for  75 
percent  of  family  planning  expenditures. 

More  than  50  million  couples  use  family  planning  services  as  a  direct  result  of 
the  population  program  administered  by  the  Agency  for  International 
Development  (USAID).  Millions  more  have  adopted  family  planning  due  to 
USAID  support  for  a  broad  range  of  technical  assistance,  training,  information, 
communication,  policy,  and  research  activities  in  developing  coimtries.  In  the  28 
countries  that  have  been  the  largest  recipients  of  funds,  tiie  average  number  of 
cluldren  per  family  has  dropped  from  six  in  the  1960s  to  about  four  today,  a 
decline  of  nearly  one-third. 

Contraceptive  use  has  increased  from  an  estimated  10  percent  of  couples  30  years 
ago  to  about  55  percent  today  (or  approximately  450  million  couples).  Yet 
according  to  survey  data,  an  estimated  125  million  women  still  want  to  space  or 
limit  their  childbearing  but  do  not  have  access  to  contraception.  Millions  more 
suffer  from  poor  reproductive  health  care  and  exposure  to  sexually  transmitted 
diseases. 

With  the  number  of  reproductive  age  couples  increasing  by  about  20  million  each 
year,  family  plaiming  and  other  reproductive  health  services  will  have  to 
significantly  expand  their  reach  to  avoid  an  increase  in  the  nvimbers  of  women 
and  men  denied  high  quality  services  and  the  possibility  of  better,  healthier  lives. 
This  requires  the  commitment  of  sufficient  financial  resources. 

Mr.  Chairmem,  I  wish  to  commend  the  coirimittee  for  organizing  these  hearings 
to  examine  the  objectives  and  management  of  the  U.S.  foreign  assistance 
program.  With  the  end  of  the  Cold  War,  many  of  the  operating  principles  that 
governed  the  conduct  of  U.S.  foreign  policy  for  the  last  40  years  are  no  longer 


196 


valid.  We  live  in  a  much  more  complex  world,  and  the  U.S.  must  reexamine  its 
role  in  the  world  as  a  result  of  the  dramatic  changes  that  have  taken  place  in 
recent  years. 

Having  not  seen  the  details  of  any  of  the  proposals  for  restructuring  the  foreign 
assistance  program,  it  is  difficult  to  comment  with  any  specificity. 

However,  one  is  hard-pressed  to  find  anyone  who  would  suggest  that  the  U.S. 
foreign  assistance  program,  as  presently  constituted,  is  without  flaws  or  could 
not  be  improved.  It  is  a  wonder  the  program  functions  at  all  considering  it  bears 
the  fingerprints  and  earmarks  of  eight  Administrations  and  18  Congresses. 

Still,  it  is  important  to  acknowledge  that  within  the  past  two  years  USAID  has 
implemented  a  ntunber  of  reforms  that  have  improved  its  performance  and 
streamlined  its  management.  Such  reform  efforts  must  continue  as  Congress 
debates  the  future  of  U.S.  foreign  assistance. 

P  Al  is  very  concerned  that  those  sustainable  development  programs,  including 
international  population  assistance,  that  advance  U.S.  national  interests  and 
benefit  the  lives  of  people  in  recipient  countries  not  be  undermined  in  the  reform 
process. 

The  U.S.  is  the  recognized  world  leader  in  the  population  field.  If  USAID  is  to  be 
abolished  in  the  name  of  foreign  aid  reform  and  replaced  by  another  institution, 
it  is  critical  that  the  new  institution  be  designed  to  reflect  the  characteristics  that 
have  made  the  USAID  population  assistance  program  a  foreign  aid  success  story 
of  which  the  American  public  should  be  proud.  These  characteristics  have 
included: 

•  Technical  Expertise  -  The  dedicated,  core  staff  of  well-trained  career 
experts  on  population  within  USAID  is  unique  among  donor  agencies.  In 
addition,  a  strong  public-private  partnership  with  U.S.-based  nongoverrunental 
organizations  (NGOs)  has  been  key  to  the  U.S.'s  ability  to  provide  high  quality 
technical  advice  and  support  to  governments  cind  indigenous  NGOs  in 
developing  covmtries. 

•  Field  Presence  -  Compared  to  other  donors,  USAID's  substantial  in- 
coimtry  presence  has  been  an  important  strength  of  U.S.  population  assistance. 
This  field  presence  has  helped  the  U.S.  to  respond  to  specific  country  needs  and 
to  design  appropriate  population  assistance  programs.  The  ability  to  provide  on- 
the-ground,  informed  tedmical  and  managerial  oversight  for  assistance  has 
contributed  to  the  effective  implementation  of  population  projects,  as  well  as  to 
the  success  of  coimtry  programs. 
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•  Innovation  ~  Virtually  every  major  innovation  in  the  population  and 
family  planning  field  can  be  directly  or  indirectly  linked  to  U.S.  support.  For 
example,  the  U.S.  has  pioneered  a  variety  of  successful  approaches  to  extending 
family  planning  through  the  private  sector.  Modern  technology  has  also  been 
creatively  applied  to  the  population  field  in  the  areas  of  mass  communication, 
demographic  data  collection  and  analysis,  and  biomedical  research. 

•  Focus  and  Commitment  -  In  the  countries  where  the  U.S.  has 
concentrated  its  assistance,  the  successes  that  have  been  achieved  are  the  direct 
result  of  the  continuity  in  support  for  population  activities  over  periods  of  a 
decade  or  longer. 

Any  future  program  of  U.S.  popvilation  assistance,  v^hether  imdertaken  by  a 
reformed  USAID  or  an  alternative  institutional  arrangement,  must  build  on  these 
past  successes.  The  most  critical  elements  of  such  a  program,  as  v^e  see  it,  must 
include: 

•  funding  of  sufficient  magnitude  to  ensure  that  U.S.  assistance  can 
make  a  real  difference  in  those  countries  v^here  population  assistance  is 
identified  as  being  of  strategic  importance; 

•  sufficient  qualified  field  staff  to  maintain  an  overseas  presence  and 
work  collaboratively  with  host-country  recipients  to  identify  needs  and  develop 
and  manage  programs  which  are  national  in  scope  and  impact; 

•  a  critical  mass  of  in-house  expertise  here  in  Washington  that  can 
continue,  through  a  variety  of  mechanisms,  to  draw  in  U.S.  private  sector 
organizations  that  can  provide  a  high  level  of  technical  expertise  and  innovation 
in  support  of  overseas  field  programs. 

For  policymakers  concerned  about  sustainable  development,  the  groudng  gap 
between  rich  and  poor  countries,  threats  to  the  global  environment,  and  maternal 
and  child  health,  the  provision  of  family  plaiming  and  related  reproductive 
health  care  is  an  essential  element  of  broader  development  programs  funded  by 
U.S.  international  assistance. 

We  salute  you,  Mr.  Chairman,  as  a  long-standing  champion  of  international 
cooperation  efforts  to  solve  these  critical  global  problems  and  look  forward  to 
working  with  you  in  the  future  to  ensure  their  survival. 
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UNFPA's  Programme  in  China.  1990-1995 


UNFPA  assistance  to  China  dates  back  to  1979.  Preparatory  assistance  in  1979-1980  was 
followed  by  the  first  programme,  1981-1984,  for  an  amount  of  $50  million.  It  covered  basic 
data  collection.  Information,  Education  and  Communication,  policy  formulation,  implementation 
and  evaluation. 

The  second  Programme,  1985-1989,  also  approved  for  $50  million  was  expanded  to  cover 
women  in  development,  contraceptive  research  and  production,  and  research  on  ageing  in 
addition  to  the  sectors  of  the  first  cycle. 

The  UNFPA  Third  Country  Programme  of  assistance  to  China  is  scheduled  to  last  from  1990 
to  1995.  The  Programme  was  originally  approved  by  the  Governing  Council  for  a  five  year 
period  (1990-1994)  in  the  amount  of  $57  million.  Subsequently,  it  was  decided  the  programme 
would  be  extended  for  a  one  year  period  given  UNFPA  resource  constraints. 

The  1990-1995  progranmie  represents  a  departure  from  the  first  and  second  programmes  in  that 
it  concentrates  its  MCH/FP  activities  at  the  grass  roots  level,  especially  ensuring  the  availability 
of  quality  care,  and  well-trained  grass  roots  health  workers,  particularly  in  the  area  of 
interpersonal  counselling  and  informed  consent.  The  current  programme  also  stresses  the 
production  of  safe  and  effective  contraceptive  devices.  Furthermore  it  provides  substantial 
support  to  enhance  the  condition  and  status  of  women. 


Maternal  and  Child  Health  and  Family  Planning 

a.  Strengthening  of  maternal  child  health  and  familv  planing  services  at  the  grass  roots  level. 
According  to  the  Government  there  are  approximately  300  counties  in  poor  and  remote  parts  of 
China  where  socio-economic  conditions  lag  behind  the  rest  of  the  country  and  where  maternal 
and  infant  mortality  rates  are  substantially  higher  than  the  national  average.  In  many  parts  of 
the  country  where  family  planning  services  are  offered  primarily  by  the  State  Family  Planning 
Commission  these  services  are  not  well  integrated  into  the  broader  health  services  offered  by  the 
Ministry  of  Public  Health.  As  part  of  the  effort  to  improve  maternal  and  child  health,  UNFPA 
and  the  United  Nations  Children's  Fund  (UNICEF)  launched  a  joint  project  aimed  at  integrating 
family  planning  with  MCH  services.  The  project  is  helping  to  integrate  family  planning 
information  and  services  with  perinatal  care,  immunization,  monitoring  of  children's 
development,  and  prevention  and  control  of  early  childhood  diseases.  The  project  provides 
training  in  basic  MCH/FP  services  skills  to  community  based  health  workers  in  300  poor 
counties  and  distributes  to  clinics  in  these  counties  basic  life-saving  equipment,  essential 
midwifery  kits,  motor  vehicles  and  information  material.  With  technical  assistance  from  the 
Programme  for  Appropriate  Technology  in  Health  (PATH),  training  on  inter-personal 
counselling  skills  is  also  provided  to  community  base  workers.  The  aim  is  to  facilitate  choice 
among  women  practicing  family  planning.  Finally  WHO  provides  technical  assistance  for 
epidemiological  surveys  and  overseas  training. 
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b.  Contraceptive  Production.  Since  1981  UNFPA  has  assisted  China  in  the  production  of 
different  kinds  of  contraceptives,  (e.g  injectibles,  lUDs,  condoms,  pills,  spermicides).  By  the 
end  of  the  current  programme  23  contraceptive  factories  will  have  been  fully  developed  or 
strengthened  through  the  provision  of  equipment,  training  and  technical  assistance  in  good 
manufacturing  practices  and  quality  control.  The  combined  production  capacity  of  these 
factories,  which  make  China  Self-sufficient  in  the  production  of  safe,  modern  contraceptives, 
will  significantly  improve  the  quality  of  family  planning  services  by  allowing  Chinese  women 
to  choose  from  a  wide  variety  of  safe  and  effective  methods,  thereby  improving  reproductive 
health  and  helping  to  prevent  unplaimed  pregnancies  and  abortion.  As  illustration,  UNFPA's 
assistance  has  been  instrumental  in  the  conversion  from  the  use  of  the  less  effective  steel  ring 
lUD  previously  used  by  the  national  family  plarming  to  the  much  safer  and  more  effective 
copper  T  lUD. 

c.  Information,  education  and  communication  to  support  family  planning  devices.  UNFPA 
assistance  in  this  field  developed  in  previous  cycles  has  supplemented  training  efforts  aimed  at 
improving  the  counselling  skills  of  supporting  village  family  planning  workers,  and  helped  them 
to  address  problems  related  to  contraceptives,  their  use  and  side  effects. Service  providers 
continue  to  be  trained  to  recognize  and  solve  elementary  problems  and  to  refer  more  complex 
problems  to  higher  level  professionals.  Additional  training  for  grass-roots  workers  in 
interpersonal  counselling  is  a  major  feature  of  this  programme. 

d.  Contraceptive  research.  Since  1980  UNFPA  has  with  technical  assistance  from  WHO/Human 
Reproduction  Programme,  provided  support  to  four  family  planning  research  institutes.  In  the 
current  programme,  UNFPA  continues  to  support  basic  and  clinical  research  at  three  institutes 
(in  Beijing,  Tianjing  and  Chengdu).  UNFPA  also  supports  the  conduct  of  social  and  behavioral 
studies,  and  studies  on  the  psycho-social  aspects  of  contraceptives  use.  WHO/HRP  serves  as 
a  executing  agency. 


Information.  Education  and  Communication 

a.  Population  Education.  In  the  current  programme  UNFPA  assistance  focusses  on  rural  areas 
as  well  as  diverse  cultural  groups  living  at  the  frontier  and  in  mountainous  areas  where  living 
conditions  are  difficult.  The  population  education  activities  are  based  in  2,000  middle  schools 
and  600  peasant  schools  at  the  county  level.  By  the  end  of  1995,  population  concepts  and  family 
life  education  will  be  included  in  the  curricula  of  a  number  of  subjects  taught  in  schools 
throughout  the  country,  and  these  will  eventually  reach  93,000  middle  schools.  UNFPA 
assistance  is  also  used  to  introduce  innovations  in  the  school  curricula,  develop  textbooks  and 
other  teaching  materials  on  sex  education,  offer  courses  on  personal  hygiene,  and  pioneer  the 
use  of  information  and  education  approaches  based  on  indigenous  communication  methods. 

b.  Population  Information.  UNFPA  provides  support  to  the  China  Population  and  Information 
Research  Centre  (CPIRC)  to  assist  it  in  the  task  of  collecting,  storing,  disseminating  and 
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publishing  population  information  within  China  and  abroad.    Technical  assistance  is  provided 
by  Economic  and  Social  Commission  for  Asia  and  the  Pacific  (ESCAP). 


Population  Dynamics 

Demographic  Training  and  Research.  Since  1980  UNFPA  has  provided  assistance  to:  22 
population  research  and  training  institutes  throughout  China  at  the  university  level,  as  well  as 
to  four  research  instimtes  of  the  Chinese  Academy  of  Social  Sciences;  to  the  National 
Demographic  Training  and  Research  Institute  at  the  People's  University;  and,  to  the  State 
Statistical  Bureau.  Among  the  topics  examined  by  these  centres  are  inter  alia  the  demographic 
impact  of  China's  population  programme;  the  demographic  impact  of  the  opening  of  China's 
economy;  China's  migration  and  urbanization  policies;  the  living  conditions  and  policies 
necessary  to  provide  for  China's  aging  population;  and,  the  changing  nature  of  the  Chinese 
family.  The  primary  purpose  of  this  support  is  to  enable  China  to  train  its  own  sociologists, 
statisticians  and  demographers,  i.e.  those  who  deal  with  population  sciences,  at  its  own 
institutions.  In  addition,  UNFPA  support  for  surveys  and  fellowships  abroad  is  strengthening 
the  research  capabilities  of  the  State  Planning  Commission,  the  Rural  Development  Centre  and 
the  State  Family  Planning  Commission.  UNFPA  is  thus  assisting  in  the  development  of 
population  science  and  population  specialists  in  China  and  in  linking  them  with  scientists  and 
researchers  in  other  countries.  Since  most  are  trained  in  Western  universities  and  institutions 
of  higher  learning,  it  has  enabled  Chinese  scholars,  specialists  and  officials  to  become  familiar 
with  international  principles  and  practices  in  the  area  of  population  and  family  plaiming. 

Women.  Population  and  Development 

The  UNFPA  programme  in  this  area  focuses  on  projects  which  have  a  direct  impact  on 
improving  women's  status.  These  include  income  generating  activities,  social  services  and 
community  development  efforts  which  respond  to  needs  identified  by  the  participating  women 
themselves.  Since  1989  projects  totaling  $8  million  have  been  ongoing  in  33  poor  coimties  in 
nine  provinces.  The  project  strategy  is  to  establish  revolving  credit  funds  via  no- interest  loans 
for  township  and  village  level  micro  enterprises  that  specifically  benefit  women.  A  percentage 
of  the  funds  is  invested  in  social  development  activities  identified  by  the  women  themselves  such 
as  nurseries  and  kindergartens  on  the  work  site  and  recreational  centres.  Complementing 
activities  are  support  for  training  institutions  that  seek  to  improve  the  capabilities  of  women  in 
enterprise  management,  financial  administration  and  other  professional  skills.  Support  for 
literacy  campaigns,  community  organization,  and  interpersonal  conmiunication  is  also  provided. 
Experience  in  recent  years  has  revealed  that  in  the  areas  where  WPD  projects  have  been 
implemented,  women's  economic  and  social  status  has  been  raised  remarkably  and,  as  a 
consequence,  the  integrated  development  of  the  whole  community  has  been  promoted.  Women 
have  increased  their  decision  making  capacity  in  all  matters  including  that  of  making  their  own 
informed  choices  over  health  and  childbearing. 
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Assistance  Programme  on  Aging 

By  the  year  2025,  it  is  projected  that  some  250  million  Chinese  will  be  65  years  old  and  above. 
The  rapid  decline  in  China's  birth  rate  is  primarily  responsible  for  the  corresponding  relative 
"aging "  of  the  population.  Although  Chinese  authorities  are  aware  of  the  implications  of  a 
rapidly  aging  society,  little  is  being  done  to  anticipate  problems  in  this  area.  As  a  result, 
UNFPA  supports  research  studies  that  enable  the  Chinese  government  to  establish  policies  on 
income  security  and  health  services  for  the  elderly .  This  has  included  local  research  studies  that 
examine  various  pilot  social  security  systems  and  a  thorough  investigation  of  systems  established 
in  other  countries  at  various  stages  of  development. 

Human  Rights  Issues 

China's  unique  population  policies  have  made  human  rights  a  subject  of  concern  to  those 
working  in  family  planning  in  China.  UNFPA  has  maintained  a  constant  dialogue  with  officials 
at  every  level  of  the  Chinese  Government  on  the  issue  of  reproductive  freedom  of  choice. 

UNFPA  has  carefully  monitored  its  projects  to  ensure  adherence  to  universally  accepted 
standards  of  human  rights.  Many  of  UNFPA's  projects  were  specifically  developed  to 
ameliorate  the  conditions  which  led  to  coercion: 

The  inclusion  of  an  interpersonal  counselling  component  in  improved  training 
programmes  for  family  plaiming  workers  has  been  well  received  by  care  providers  and 
clients  alike.  Poorly  trained  grassroots  workers  are  generally  the  ones  at  fault  in 
coercion  cases. 

As  part  of  its  counsel  to  China  to  cease  indiscriminate  sterilization  of  the  mentally 
retarded,  UNFPA  brought  in  experts  to  formulate  a  project  with  appropriate  medical  and 
nutritional  interventions  to  reduce  the  incidence  of  mental  retardation. 

A  project  currently  being  developed  will  use  a  multisectoral  approach  to  family  plaiming 
in  several  model  counties.  These  counties  will  serve  as  training  sites  for  family  planning 
officials  and  others  to  promote  an  emphasis  on  comprehensive  quality  of  care,  and  to 
moderate  the  single-minded  pursuit  of  population  goals  which  can  lead  to  abuses. 

UNFPA  has  had  a  moderating  effect  on  China's  family  planning  programme  through: 

its  constant  discussions  of  human  rights  with  Chinese  officials; 

through  its  projects  that  require  adherence  to  human  rights  and  in  many  instances  that 
teach  approaches  to  service  delivery  that  are  grounded  in  free  choice  and  quality  care; 
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through  exposing  Chinese  officials  to  international  values  and  standards  through  foreign 
academic  institutions  and  foreign  consultants  and  technical  advisers. 

Finally,  UNFPA  has  served  as  a  bridge  between  other  governments  and  international  journalists 
with  Chinese  officials  which  has  helped  China  understand  international  concerns  and  the  impact 
of  Chinese  policy  and  behaviour  on  foreign  attimdes. 


May  1994 


China  Programme  Expenditures 

The  current  programme  is  scheduled  to  last  from  1990  to  1995.  The  Programme  was  originally 
approved  by  the  Governing  Council  for  a  five  year  period  (1990-1994)  in  the  amount  of  $57 
million.    Subsequently  it  was  decided  that  the  programme  was  to  be  extended. 

Expenditures  to  date  (1990  -  1993);  $42.9  million. 

Anticipated  expendimres  in  1994;  up  to  $10  million. 

This  would  leave  a  balance  of  $4.1  million  to  be  spent  in  1995  (this  figure  could  be  higher  if 
we  spend  less  than  $10  million  in  1994). 
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JULIA  V.  TAFT 

PRESIDENT  AND  CEO 

AMERICAN  COUNCIL 

FOR  VOLUNTARY  INTERNATIONAL  ACTION 

Mr.  Chairman,  thank  you  very  much  for  the  opportunity  to  testify  today.  I  am  Julia  Taft, 
President  and  CEO  of  the  American  Council  for  Voluntary  International  Action  -  also  known  as 
Inter  Action  --  which  is  comprised  of  160  private  and  voluntary  organizations  from  around  the 
United  States  who  carry  out  humanitarian  relief  and  development  programs  in  over  180  countries. 
You  know  our  organizations  well  -  they  include  the  American  Red  Cross,  CARE,  World  Vision, 
International  Rescue  Committee,  the  Citizen's  Network  for  Foreign  Affairs,  Cathobc  Relief 
Services  and  many  others.  Together  we  r^resent  tens  of  millions  of  Americans  all  across  the 
country  who  support  the  work  of  our  member  organizations. 

There  are  four  major  questions  I  want  to  discuss  today  which  our  organizations  believe  this 
Committee,  the  entire  Congress  and  the  Executive  Branch  must  address  in  considering  a 
reorganization  of  our  foreign  affairs  institutions.  These  are: 

1)  Is  foreign  aid  an  essential  tool  of  U.S.  foreign  policy  and  in  our  national  interest? 

2)  What  do  we  want  the  U.S.  foreign  assistance  program  to  do  and  what  should  our  priorities 
be? 

3)  What  aspects  of  the  foreign  assistance  program  are  working  well  now,  and  what  further 
reforms  are  required? 

4)  How  would  a  proposed  consolidation  of  foreign  affairs  agencies  under  the  Secretary  of 
State  affect  American  interests  and  humanitarian  and  development  assistance  programs? 

First,  there  is  an  emerging  theme  that  development  assistance  is  "nice  to  do"  but  that  in  a 
period  of  Fiscal  constraints  it  is  peripheral  to  the  U.S.  national  interest.  We  find  that 
argiunent  short-sighted  and  unrealistic  in  light  of  the  global  threats  and  opportunities  we  and 
our  children  will  face  in  the  near  future. 

We  are  all  aware  that  remaricable  changes  have  occurred  around  the  globe  over  the  past  five  years. 
These  changes  have  created  incredible  hope  and  unprecedented  opportunity  for  democratization, 
economic  and  social  development.  The  diniinished  threat  of  nuclear  holocaust  and  major  war  with 
Cold  War  adversaries  is  being  replaced  by  serious  new  threats:  growing  civil  and  ethnic  strife, 
humanitarian  emergencies,  the  spread  of  disease,  failed  states,  persistent  poverty,  unsustainable 
population  growth,  and  environmental  degradation.  And  whether  we  like  it  or  not,  they  become 
OUR  problems.  Many  of  our  biggest  problems  here  at  home  -  AIDS,  economic  insecurity, 
violence,  pollution  -  are  global  in  nature,  and  require  global  solutions.  That  means  addressing 
them  not  just  in  the  Middle  East,  Europe  and  the  former  Soviet  Union,  but  also  in  Africa,  Latin 
America  and  the  rest  of  Asia  ~  where  the  bulk  of  the  world's  pc^lation,  the  greatest  poverty  and 
yet  the  greatest  potential  is  located. 

We  have  an  interest  in  a  stable  and  prosperous  worid.  We  have  an  interest  in  the  fate  of  the 
develqjing  countries  where  80%  of  the  worid's  population  lives.  We  have  an  interest  in  opening 
new  opportunities  for  American  trade  by  laying  the  foundation  for  prosperity  in  the  developing 
worid.  We  have  an  interest  in  preserving  political  stability  there  through  the  spread  of  democracy 
so  that  nations  do  not  go  to  war  and  so  that  economies  can  prosper.  And,  we  have  an  interest  in 
countering  the  threats  that  in  an  increasingly  interconnected  world  are  caused  by  environmental 
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degradation,  the  spread  of  infectious  diseases,  the  diminishing  capacity  for  food  production,  and 
political  instability. 

The  opportunities  we  have  to  build  prosperity  in  the  world  are  particularly  important  today  due  to 
global  economic  integration.  The  economic  prosperity  of  the  United  States  depends  increasingly  on 
our  competitiveness  in  the  world  economy.  Through  development  aid,  we  build  a  foundation  for 
prosperity  and  maintain  important  relationships  with  future  trading  partners.  U.S.  trade  with  the 
developing  world  is  already  the  area  of  fastest  growth  in  U.S.  exports.  Trade  to  Africa  amounts  to 
approximately  $6  biUion  per  year  and  African  imports  are  growing  a  rate  of  7  %  per  year.  In  thirty 
years,  if  those  rates  of  growth  continue,  U.S.  exports  to  Africa  will  amount  to  $50  biUion  which  is 
not  far  short  of  the  current  level  of  U.S.  exports  to  Latin  America  ($78  biUion.) 

Similarly,  U.S.  investments  in  democracy  present  a  tremendous  oppormnity  to  consolidate  the 
peace  won  through  the  end  of  the  Cold  War.  The  transformation  in  Latin  America  is  stunning.  A 
decade  ago  only  a  handful  of  democracies  existed  in  Latin  America;  today,  only  one  country  in  the 
Western  hemisphere  is  under  a  dictatorship.  In  Africa,  35  nations  are  in  various  stages  of  moving 
away  from  authoritarian  rule  and  toward  democratic  reforms  and  free  market  economic  poUcies.  If 
the  U.S.  does  not  support  these  emerging  democracies  and  economic  reforms,  we  risk  losing  an 
historic  opportunity  to  promote  U.S.  interests  abroad.  Conversely,  the  US  should  not  be 
supporting  those  countries  which  are  unwilling  to  reform. 

Just  as  the  end  of  the  Cold  War  offers  important  opportunities  abroad  to  advance  U.S.  interests, 
threats  to  U.S.  interests  are  as  dangerous  as  ever,  although  they  have  changed  dramatically. 
Environmental  degradation  is  causing  global  chmate  change,  loss  of  biodiversity  and  unsustainable 
resource  depletion,  all  of  which  affect  U.S.  interests  directly.  The  spread  of  infectious  diseases, 
including  AIDS  and  TB,  is  on  the  rise  and  these  diseases  know  no  borders.  Forty  percent  of  new 
TB  cases  in  the  United  States  now  originate  abroad.  Unsustainable  population  growth,  chronic 
poverty  and  inequahty  give  rise  to  labor  migration  which  is  affecting  large  areas  of  the  United 
States.  Poverty  and  authoritarianism  combine  to  produce  civil  conflict,  leading  to  massive  refugee 
flows  and  costiy  investments  in  relief,  creating  regional  instability  and  direcUy  affecting  U.S. 
interests.  All  of  these  global  issues  are  much  more  cost-effectively  prevented  rather  than  allowed  to 
spin  out  of  control. 

Bilateral  and  multilateral  development  assistance  programs  are  the  best  tools  we  have  to  seize  these 
opportunities  and  to  address  these  threats.  It  is  clearly  in  our  national  interest  that  we  participate,  in 
fjact,  that  we  lead  with  our  moral  and  material  resources  to  address  these  challenges.  Many 
development  assistance  programs  have  already  been  successful  in  such  areas  as  reducing  peculation 
growth,  eradicating  smallpox,  and  bringing  down  infant  mortality  rates.  But  many  challenges 
remain. 

Second,  what  do  we  want  a  reformed  foreign  assistance  program  to  do  and  what  should  our 
priorities  be? 

There  are  two  important  aspects  of  reform  that  merit  open  debate:  One  is  structure  of  our  foreign 
affairs  institutions;  the  other  is  the  set  of  princ^les  and  priorities  that  should  guide  our  foreign 
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policy  decision-making.  Before  we  can  decide  on  structure,  we  must  defme  and  agree  on  what  the 
U.S.  role  in  the  world  will  be.  We  have  not  yet  agreed  on  the  new  foreign  policy  goals  and 
priorities.  The  President  and  the  Congress  must  work  together  to  do  this,  and  we  also  welcome  the 
opportunity  to  help  shape  this  debate. 

As  you  know,  the  Foreign  Assistance  Act  of  1961  is  laden  with  the  barnacles  of  the  Cold  War. 
The  conflicting  objectives  and  mandates  that  the  Act  imposes  on  the  Executive  Branch  serve  only  to 
confiise  and  disable  our  foreign  policy  -  resulting  in  some  of  the  inefficiencies  which  led  to  recent 
proposals  for  reform.  However,  absent  a  clear  legislative  mandate  defining  objectives  and  priorities 
and  reducing  bureaucratic  constraints,  any  attempt  at  reorganization  can  only  be  at  best  a  Band-Aid 
~  and  at  worst  may  cause  much  further  damage  to  U.S.  interests. 

In  the  post-Cold  War  era,  we  believe  that  the  best  way  to  promote  stability  and  peace  and  to  expand 
trade  opportunities  is  by  supporting  democratization,  promoting  self-reliance  and  sustainable  broad- 
based  economic  growth  in  developing  nations.  We  are  already  making  great  progress  in  many  of 
these  areas,  and  Americans  want  to  continue  to  lead  and  to  take  advantage  of  these  new 
opportunities.  But  doing  so  requires  staying  engaged,  and  requires  resources.  If  we  continue  to 
help,  these  countries  become  potential  partners.  If  we  don't,  they  become  potential  problems. 

Therefore,  we  recommend  that  this  Committee  first  address  the  substance  of  the  U.S.  development 
assistance  program.  As  a  starting  point,  we  believe  that  much  of  Tide  I  in  last  year's  proposed 
foreign  aid  reform  legislation  as  marked  up  by  the  Senate  points  in  the  right  direction.  However, 
only  with  bipartisan  agreement  on  what  we  want  to  accomplish  can  we  then  move  to  create  a 
structure  that  effectively  meets  these  goals.  This  Committee  has  a  long  tradition  of  bipartisanship 
on  foreign  assistance  programs  going  back  to  the  Marshall  Plan  and  the  1961  Foreign  Assistance 
Act.  More  recent  examples  include  the  Hamilton-Gilman  rqwrt  and  the  1989  and  1991  bills  which 
also  involved  a  great  deal  of  outside  consultation.  It  is  that  type  of  process  which  we  need  today  to 
address  the  new  challenges  and  opportunities  of  the  post-Cold  War  era  and  to  reaffirm  that 
humanitarian  and  development  assistance  programs  are  a  priority  for  America's  foreign  policy  to 
complement  other  investments  the  U.S.  makes  in  peace,  stability  and  economic  prosperity. 

What  we  have  learned  in  our  work  over  the  years  in  promoting  democratic  reform  and  social  and 
economic  development  is  that  both  government  policy  and  grassroots  citizen  involvement  are 
crucial  elements  for  success.  One  cannot  succeed  without  the  other.  This  knowledge  is  leading  to 
much  more  effective  development  programs  today  than  in  the  past.  AID  and  the  multilateral 
development  institutions  have  a  comparative  advantage  in  promoting  policy  reform  which  must 
include  not  only  economic  liberalization  but  also  democratic  reform  and  the  rule  of  law.  NGOs, 
with  support  from  official  donors,  focus  on  building  effective  institutions  of  citizen  involvement 
emphasizing  in  particular  the  role  of  women,  meeting  basic  human  needs,  and  building  civil 
society.  This  synergistic  partnership  holds  the  key  to  successful  and  sustainable  development. 

More  specifically,  we  believe  that  the  priorities  for  humanitarian  and  development  assistance  should 
iiKlude  tlK  following: 
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1 .  Bilateral  and  multilateral  assistance  should  focus  on  : 

-  Broad-based  economic  growth; 

-  Human  resource  development; 

-  Protection  of  the  environment; 

-  Stabilizing  population  growth; 

-  Democratic  particqMtion;  and, 

-  Disaster  relief  and  refugee  assistance. 

2.  The  tools  for  carrying  out  these  priorities  include: 

a)  Programs  through  nongovernmental  organizations  which  strengthen  the  private  sector  and 
promote  the  public-private  partnership  which  has  been  one  of  the  most  successful  elements  of  the 
foreign  assistance  program. 

b).  P.L.  480  food  programs. 

c)  Peace  Corps,  international  organizations,  and  exchange  and  training  programs  which  expand 
people-to-people  cooperation. 

3.  Geographic  and  policy  priorities  should  include: 

a)  Within  the  bilateral  aid  program,  an  earmark  for  Africa  funded  at  the  current  level  of  the 
Development  Fund  for  Africa. 

b)  All  development  assistance  programs  should  be  focused  on  low-income,  low  Human 
Development  Index  countries.  Priority  should  be  given  to  countries  adopting  policies  which  favor 
participatory  development  and  economic  reform,  promote  democratic  governance,  and  respect  the 
rule  of  law. 

c)  Priority  should  also  be  given  to  countries  undergoing  major  social,  political,  and/or  economic 
transitions,  such  as  South  Africa  and  many  countries  of  Central  America  and  of  the  former  Soviet 
Union  and  Eastern  Europe. 

d)  Priority  should  not  be  given  to  middle  or  upper  income  countries,  to  countries  with  high  Human 
Development  Indices,  or  to  countries  whose  social,  economic  and  political  policies  are  at  odds  with 
the  promotion  of  broad-based  development  and  good  governance. 

My  third  question  is,  What  aspects  of  the  foreign  assistance  program  are  working  well  now, 
and  what  reforms  are  required? 

It  is  important  that  the  Conunittee  understand  that  when  we  talk  about  AID  today,  we  are  talking 
about  a  fundamentally  different  agency  than  even  just  a  couple  of  years  ago.  Under  Brian 
Atwood's  leadership,  AID  has  begun  a  process  of  significant  reform  unlike  anything  we  have  ever 
seen  in  the  past.  In  a  review  conducted  in  January  1995,  members  of  the  Ferris  Commission, 
which  was  originally  appointed  by  President  Bush  to  review  the  management  of  AID 
programs,  strongly  endorsed  the  progress  made  in  implementing  their  recommendations.  They 
highlighted  in  particular  the  separation  of  development  assistance  and  economic  support  and 
security  programs;  results-oriented  evaluations;  reduction  in  the  number  of  overseas  missions; 
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an  agency-wide  uniform  program  and  project  management  system;  improved  personnel 
management  systems  and  auditing  procedures. 

This  is  NOT  business  as  usual.  The  members  of  the  Ferris  Commission  subsequently 
recommended  against  a  merger  of  AID  into  the  State  Department  at  this  time,  citing  concerns 
that  the  benefits  of  this  improved  effectiveness  and  accountability  would  be  lost,  especially 
given  the  lack  of  reform  within  the  State  Department  itself. 

AID  has  also  made  great  strides  in  strengthening  the  public-private  partnership  between  PVOs  and 
the  federal  government  as  we  expand  our  community-based  assistance  programs  overseas.  There  is 
greater  and  more  substantive  consultation  and  cooperation  now  between  AID  and  the  PVOs  than  in 
the  past.  Only  five  years  ago,  less  than  20  percent  of  AID's  resources  were  channeled  through 
PVOs;  today  that  figure  is  over  30  percent.  The  Vice  President  has  recently  announced  a  New 
Partnerships  Initiative  that  would  increase  funding  to  PVOs  by  an  additional  25  %  over  the  next  five 
years.  This  Initiative  would  also  strengthen  small  businesses  in  developing  countries  through 
greater  involvement  of  U.S.  businesses,  and  it  would  improve  local  governance. 

These  refonns,  impressive  as  they  are,  do  not  go  far  enough.  The  PVO  community  believes  that 
AID  can  do  much  more  to  streamline  management  procedures,  sharpen  its  focus  and  improve 
resource  allocation.  Further  refonns  which  we  believe  will  result  in  a  more  effective  aid  program 
include: 

-Better  inter-agency  coordination  of  all  USG  international  programs  at  the  most  senior  level  of 
the  Administration.   A  Council  for  International  Cooperation,  chaired  by  the  Vice  President, 
represented  by  all  of  the  relevant  agencies  as  well  as  the  private  sector  should  be  considered. 
This  Council  could  bring  together  all  the  international  activities,  and  minimize  the  need  to 
create  special  "task  forces'"  on  individual  countries  as  crisis  or  other  special  situations  arise.   A 
model  for  this  could  be  the  existing  Trade  Promotion  Coordinating  Committee,  or  perhaps  a 
rethinking  of  the  National  Security  Council.  What  is  needed  is  not  consolidation  of  operating 
organizations,  such  as  AID,  but  rather  better  coordination  of  policy  on  an  inter-agency  level 
including  AID,  USIA,  State,  Treasury,  Commerce,  Defense,  and  others. 

-Adaptation  and  expansion  of  innovative  funding  mechanisms,  such  as  the  enterprise  funds,  for 
use  in  developing  countries. 

-Radical  overhaul  of  the  AID  procurement  system.  In  spite  of  efforts  to  streamline  the  system, 
it  remains  cumbersome  and  management  intensive.  There  should  be  more  flexible  funding 
mechanisms,  such  as  greater  use  of  grants  instead  of  cooperative  agreements.  If  these  reforms 
are  not  included  in  a  reform  package,  and  if  funding  for  AID  operating  expenses  is  reduced, 
we  are  concerned  that  AID  will  compensate  by  favoring  large  contracts  which  require  less 
management  oversight  than  smaller  PVO  grants. 

-  Further  reducing  the  number  of  AID  missions  and  enhancing  technical  personnel  in  regional 
offices. 
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-Increasing  the  level  of  assistance  channeled  through  PVOs  and  ensuring  that  support  for  PVO 
programs  is  an  integral  part  of  the  overall  aid  strategic  planning  process.  In  countries  where 
the  modest  level  of  AID  programs  cannot  justify  a  mission  presence,  PVOs  can  manage  the 
DA  portfolio. 

-Ensuring  that  new  policy  guidelines  established  in  Washington  are  carried  out  in  the  field. 

'"These  reforms  would  result  in  a  streamlined  AID  with  consequent  reductions  in  its  operating 
expenses. 

My  final  question  is,  How  would  a  proposed  consolidation  of  foreign  affairs  agencies  under 
the  Secretary  of  State  affect  American  interests  and  humanitarian  and  development  assistance 
programs? 

I  must  preface  my  response  by  saying  that  we  have  not  yet  seen  the  details  of  Senator  Helms" 
restructuring  proposal,  although  we  hope  will  have  the  opportunity  to  do  so  very  shortly.  Until  we 
see  a  full  description  of  the  proposal,  however,  we  have  as  many  questions  as  we  have  comments. 

We  support  the  concept  of  strengthening  the  coordination  of  the  USG  field  presence  through  better 
integration  and  empowerment  of  the  country  teams.  There  has  often  been  a  disconnect  at  the  field 
level  between  the  AID  mission  operations  and  embassy's  policymaking.  Nevertheless,  we  believe 
that  one  of  the  comparative  strengths  of  U.S.  development  assistance  is  its  technical  field  personnel. 
As  the  only  major  donor  with  this  type  of  broad  field  presence,  the  United  States  has  a  unique 
capability  to  influence  other  donors  and  to  leverage  additional  resources  for  development  priorities. 
The  United  States  must  maintain  the  c^sacity  to  affect  changes  at  both  the  host-country  national 
level  as  well  as  at  the  grassroots  levels,  and  an  official  presence  guiding  the  development  portfolio 
is  needed  to  do  this. 

We  are  concerned  about  the  separation  of  relief  and  development  activities,  which  would  make 
it  more  difficult  to  promote  rehabilitation  and  to  move  countries  out  of  crisis  situations. 
Efforts  to  link  disaster  response  and  development  programs  have  been  among  the  most  useful 
trends  in  AID's  program  management,  by  incorporating  conflict  prevention  strategies  into 
development  planning.  A  recent  example  is  AID's  Greater  Hom  of  Africa  Initiative,  which 
addresses  the  root  causes  of  food  shortages  in  the  region. 

The  joint  placement  of  the  Refugee  Bureau  and  the  Office  of  Foreign  Disaster  Assistance  (OFDA) 
into  the  international  security  portfolio  raises  other  concerns.  Our  community  feels  that  these  two 
entities  now  operate  efficiently  and  effectively,  and  we  see  no  imperative  for  combining  or 
changing  their  mandates.  And  while  our  humanitarian  activities  do  re^nd  to  conflicts  and  other 
security  threats,  they  bear  little  relation  to  the  other  fiinctions  envisioned  for  the  Undersecretary  of 
International  Security. 
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Senator  Helms'  proposal  recommends  the  transfer  of  current  govemment-to-govemment 
programs  and  technical  assistance  from  AID  to  the  State  Dq)artment.  These  AID  programs 
are  critical  to  promoting  host  government  policy  reform  which,  in  turn,  supports  PVO  efforts 
at  the  grassroots  level.   Our  concern  is  that  if  these  programs  are  transferred  to  the  State 
Department,  they  will  inevitably  be  used  for  short-term  political  objectives  rather  than  longer- 
term  governmental  policy  reform  objectives.  We  would,  however,  support  the  transfer  of 
management  of  economic  support  funds  from  AID  to  the  State  Department  since  these  funds 
are  not  designed  to  promote  development,  but  rather  are  intended  for  political  objectives. 

We  support  and  appreciate  the  recognition  given  to  the  role  of  PVOs  in  service  delivery.  Senator 
Helms'  proposal  recognizes  the  cost-effectiveness  of  PVOs  and  our  unique  role  in  reaching  the 
people  directly.  We  believe,  however,  that  support  for  PVOs  and  long-term  development  should 
be  part  of  one  overall  staicture  for  humanitarian  and  development  assistance  and  not  divided  up 
among  three  different  Undersecretaries  of  State    The  creation  of  a  foundation  which  separates 
PVO  programs  from  other  humanitarian  and  development  assistance  is,  in  our  view,  a  step 
backward  from  the  greater  coordination  and  cohesion  that  is  needed.  We  believe  that 
humanitarian  and  development  assistance  must  be  kept  operationally  separate  and  independent 
from  short-term  political  objectives,  but  also  must  be  an  integral  part  of  the  overall  foreign  policy 
structure  to  advance  long-term  US  foreign  policy  objectives 

We  oppose  any  sunset  provision  for  development  assistance,  which  we  view  as  critical  in 
meeting  America's  long-term  foreign  policy  goals.   Foreign  assistance  should  not  be  privatized 
since  this  is  one  of  the  critical  elements  for  advancing  overall  U.S.  foreign  policy  objectives. 
We  are  talking  about  urgently  needed  programs  for  child  survival,  education,  health, 
agriculture,  the  environment,  poverty  alleviation  and  economic  development.   Our  common 
goal  is  to  promote  self-sufficiency  so  that  aid  is  no  longer  needed,  but  we  believe  it  is  our 
moral  responsibility  and  in  our  vital  national  interest  to  commit  resources  to  these  efforts  as 
long  as  may  be  necessary.  We  applaud  the  effort  to  enhance  the  role  of  the  private  sector,  yet 
the  private  sector  cannot  do  it  alone    To  relegate  future  development  assistance  entirely  to  the 
private  sector  would  undermine  America's  position  of  leadership  around  the  world  and  seriously 
impede  efforts  to  make  national  governments  more  democratic  and  more  responsible  to  the 
people  they  serve 

Mr  Chairman,  it  would  be  tremendously  short-sighted  for  the  future  of  America's  children  and 
for  children  all  over  the  world  if  Congress  abandoned  or  drastically  reduced  human  survival  and 
self-help  programs  which  Americans  strongly  support  with  their  hearts  and  their  wallets 
Therefore,  we  strenuously  oppose  further  budget  cuts  in  priority  humanitarian  and 
development  programs,  which  have  already  been  cut  by  more  than  1/3  over  the  last  decade. 
All  of  the  proposals  to  cut  foreign  assistance  will  have  a  disproportionate  impact  on 
development  assistance  programs  and  on  the  poor  overseas.  Even  the  most  modest  proposals 
will  affect  millions  of  the  poor  overseas. 

Every  day,  in  thousands  of  the  poorest  communities  around  the  world,  our  agencies  are  saving 
lives,  reducing  the  need  for  costly  relief  and  building  the  foundation  for  democracy  and  expanded 
markets  for  US  exports    These  programs  do  QOt  foster  dependency    They  do  just  the  opposite 
They  help  people  help  themselves  by  providing  access  to  education,  new  farming  techniques, 
small-loan  programs,  clean  water,  voluntary  family  planning  and  basic  health  care     The  bottom 
line  is  that  these  programs  constitute  America's  most  important  tool  to  promote  economic  growth 
and  political  stability  around  the  world. 

As  you  consider  the  future  of  our  foreign  assistance  programs,  we  urge  you  to  reinforce  the 
priority  of  humanitarian  and  developmental  assistance  as  a  cornerstone  to  promote  the  US 
national  interest  and  leadership  in  the  world 

Thank  you,  Mr  Chairman 
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TESTIMONY  OF  JOHN  DELLENBACK 

CHAIRMAN,  BOARD  OF  DIRECTORS 

WORLD  VISION  U.S. 

We  at  World  Vision  would  like  to  thank  you.  Chairman  Gilman,  and  the 
Committee  for  the  opportunity  to  testify  today  on  the  U.S.  foreign  assistance  program. 

I  am  John  Dellenback,  chairman  of  the  board  of  World  Vision  U.S.  I  am  a  former 
Republican  member  of  the  House  of  Representatives  from  Oregon,  and  a  former  director 
of  the  U.S.  Peace  Corps.  World  Vision  is  the  largest  privately-funded  relief  and 
development  organization  in  the  U.S.  It  works  in  more  than  95  countries  serving  the 
needs  of  more  than  46  million  people. 

As  this  committee  debates  the  future  direction  and  scope  of  American  foreign  aid, 
I  would  like  to  focus  my  brief  remarks  on  three  points: 

*  A  post-Cold  War  world  demands  American  leadership; 

*  A  moral  imperative  and  enlightened  self-interest  both  call  for  continued  substantial 
U.S.  foreign  aid; 

*  Americans  support  a  generous  foreign  aid  program; 

A  Post-Cold  War  World  Demands  American  Leadership 

The  national  debate  on  the  future  of  America's  foreign  aid  program,  particularly 
humanitarian  and  development  assistance,  is  really  about  American  leadership  in  a  chaotic 
post-Cold  War  world.  The  U.S.  and  its  allies  may  be  lai^ely  free  of  the  threat  of  Soviet 
nuclear  annihilation,  but  still  must  contend  with  the  aftermath  of  Cold  War  victory. 
Second  and  third  world  nations  are  struggling  painfully  to  put  aside  failing  centrally- 
planned  economies  and  authoritarian  rule  for  free-market  economies  and  democratic 
government.  Now  is  not  the  time  to  forsake  these  nations  as  they  strive  to  produce  peace 
and  prosperity  for  their  people.  American  foreign  policy  statements  pledging  the  U.S.  will 
remain  engaged  in  the  world  as  a  leader  are  hollow  unless  they  are  backed  by  adequate 
resources  for  both  public  and  private  institutions. 

America  stood  at  the  same  crossroad  in  the  two  world  wars  of  this  century. 
American  isolationism  coupled  with  narrow  and  punitive  policies  of  European  victors 
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after  World  War  I  resulted  in  economic  chaos  and  desperation,  first  within  national 
borders  and  later  internationally.  Americans  and  Europeans  who  planned  a  post-Woiid 
War  n  order  were  determined  to  avoid  these  consequences. 

Only  bold  and  courageous  American  leadership  was  able  to  weather  the  Soviet 
military  threat  and  at  the  same  time  provide  leadership  and  vision  for  its  recovering  allies 
in  Europe  and  for  struggling  countries  in  the  developing  world. 

A  Moral  Imperatiye  and  Enlightened  Self-interest  Exists  for  American  Foreign  Aid 

The  moral  vision  that  undergirded  American,  and  later,  European  foreign  aid 
programs  in  the  1950s  was  a  recognition  of  the  need  for  affluent  countries  to  respond  to 
crippling  poverty,  wherever  it  was  found  in  the  human  family.  European  nations  which 
themselves  had  been  recipients  of  Marshall  Plan  aid  felt  an  obligation  to  reciprocate  by 
reaching  out  to  other  nations  in  trouble.  The  ripple  effect  paid  off  for  the  world  ...  and 
for  the  United  States. 

The  genesis  of  foreign  aid  at  the  mid-point  of  this  century  reflected  and  furthered 
the  recognition  of  human  solidarity,  of  international  community  and  worldwide  moral 
responsibilities,  Response  to  desperate  human  need  became  a  principle  which  is 
acknowledged  by  almost  all  powerful  states.  Foreign  aid  in  1950,  however  small, 
constituted  a  pivotal  change  in  the  relations  between  rich  and  poor  countries.  It  was  a 
significant  revision  of  the  international  system  because  it  recognized  the  moral  obligation 
of  the  strong  to  aid  the  weak. 

American  statesmen  who  helped  rebuild  Europe  and  focused  attention  on  the 
developing  world  believed  that  only  by  creating  a  just  and  generous  international  order 
was  it  possible  to  secure  a  peaceful  and  prosperous  world. 

America's  commitment  to  world  leadership  and  allocation  of  adequate  resources 
to  international  humanitarian  and  development  assistance  is  a  matter  of  moral  choice. 
Moral  leadership  does  count. 
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America  cannot  save  the  world,  but  it  can  reduce  suffering  for  victims  of  natural 
and  man-made  disasters.  Neither  can  America  fix  the  world,  but  development  assistance, 
properly  applied,  can  help  restore  dignity  and  self-reliance  to  one  person,  one  family  and 
one  community  at  a  time.  And  often,  we  can  document  that  development  assistance 
mitigates  deeper  crisis  in  marginal  countries. 

Mozambique  is  a  wonderful  case  in  point  for  effective  humanitarian  and 
development  assistance.  Ten  years  ago  Mozambique  was  a  failed  state,  bankrupt, 
slipping  into  chaos  as  a  result  of  civil  war  and  Marxist  policies.  In  the  late  1980s,  the 
U.S.,  through  the  Agency  for  International  Development,  in  partnership  with  World 
Vision  and  other  American  private  voluntary  organizations,  led  a  concerted  effort  to 
foster  peace  and  stability  and  to  start  rebuilding  the  economic  fabric  and  infrastructure 
of  Mozambique.  The  U.S.  provided  leadership  in  forging  a  peace  process.  Peace  accords 
were  signed  in  1992.  US  AID  then  shifted  assistance  toward  rehabilitation,  recovery  and 
the  transition  to  democracy  and  development.  The  results  of  U.S.  aid: 

*  90,000  troops  were  demobilized; 

*  1,200  miles  of  road  were  cleared  of  landmines,  allowing  80  percent  of  internally 
displaced  and  almost  all  refugees  to  return  to  their  homes; 

*  seeds  and  tools  provided  to  more  than  2.5  million  people; 

*  civic  education  programs,  transport  for  registration  and  voting  helped  produce  the 
"best  elections  ever  held  in  an  African  country,"  according  to  the  U.N.  80  percent 
of  the  people  registered  to  vote;  85  percent  of  those  actually  voted. 

US  AID,  in  partnership  with  private  voluntary  organizations,  is  also  helping  the 
new  government  turn  from  a  socialist,  state-directed  economy  to  a  free  market. 
Democracy  programs  have  initiated  development  of  civil  society  with  the  emergence  of 
political  parties  and  hundreds  of  voluntary  associations. 

Mozambique  also  illustrates  that  successful  development  saves  money.  Between 
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1987  and  1993,  the  US  provided  $373  million  of  humanitarian  aid  to  Mozambique,  an 
average  of  $53  million  annually.  In  FY94  this  figure  fell  to  less  than  $21  million,  almost 
entirely  food  aid.  This  year,  no  non-food  disaster  assistance  has  been  required. 

Those  of  you  on  this  committee  and  in  the  Congress,  who,  by  your  votes  and  by 
your  support  made  that  record  possible  deserve  to  take  pride  in  the  peace  and  democracy 
that  is  emerging  in  Mozambique,  and  the  thousands  of  lives  you've  help  save.  Not  only 
in  Mozambique,  but  in  many  other  African  countries. 

Americans  Support  a  Generous  Foreign  Aid  Program 

The  Administration's  request  for  foreign  aid  funding  in  FY96  is  $13  billion,  a  third 
of  which  is  allocated  for  long-term  development  assistance.  We  urge  the  Congress  to 
protect  this  very  reasonable  amount.  The  U.S.,  as  the  world's  only  superpower,  should 
not  be  too  quick  to  applaud  itself  for  generosity.  In  total  dollars,  the  US  ranks  second  to 
Japan  in  foreign  econonuc  and  development  assistance.  But  in  terms  of  the  percentage  of 
gross  national  produced  allocated  for  foreign  aid,  the  U.S.  ranks  21st,  behind  such 
modest  economic  powers  as  Ireland,  Spain,  Finland  and  Portugal. 

The  American  private  voluntary  community  has  repeatedly  been  told  by  opponents 
of  foreign  aid  that  foreign  aid  has  no  constituency  -  no  support  -  from  the  American 
people.  Therefore,  we  are  told,  the  American  people  don't  really  care  about  impending 
cuts. 

I'm  here  to  tell  you  the  American  people  do  care!  The  millions  of  Americans  who 
collectively  contributed  close  to  $4  billion  ~  I  repeat,  $4  billion  dollars  -  in  1993  to 
more  than  300  American  private  voluntary  organizations  engaged  in  relief  and 
development  represent  a  powerful  constituency  for  foreign  aid.  Nearly  $200  million  was 
contributed  to  Worid  Vision  from  about  one  million  American  donors.  I  can  also  tell  you 
that  World  Vision  supporters  have  communicated  to  me  their  concern  about  the  drift  to 
neo-isolationism. 
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Polls  commissioned  by  the  Chicago  Council  on  Foreign  Affairs  and  the  University 
of  Maryland,  to  name  just  a  few,  to  track  American  attitudes  on  foreign  affairs  and 
foreign  aid  all  report  the  same  results.  Here  are  two  significant  findings: 
*      Half  of  Americans  believe  the  U.S.  plays  a  more  important  role  in  the  world  today 
dian  it  did  a  decade  earlier,  the  highest  number  ever  recorded  by  these  surveys. 
'*      80  percent  of  Americans  agreed  that  the  U.S.  should  be  willing  to  share  at  least 
a  small  portion  of  its  wealth  with  those  in  the  world  who  are  in  great  need.  This 
attitude  spread  across  party  lines  —  78  percent  of  Republicans  agreed. 

And  what  do  Americans  say  is  an  "appropriate"  amount  of  spending  for  foreign 
aid?  Five  percent  of  the  federal  budget!   That's  five  times  present  spending  levels. 

The  American  people  do  not  support  isolationism.  Americans  support  shrinking 
federal  government,  but  they  do  not  support  shrinking  America's  leadership  role  in  the 
world.  While  some  members  of  Congress  appear  to  argue  that  the  moral  responsibilities 
of  America  end  at  the  edge  of  our  two  shores,  Americans  are  saying  that  this  country 
must  not  abandon  victims  of  war  and  other  natural  and  man-made  disasters. 

Do  we  really  need  to  even  ask  the  question  about  whether  Americans  care  for  the 
poor  and  oppressed  of  the  world?  I  cannot  believe  we  do.  For  in  our  hearts  we  know  that 
it  is  to  our  judgement  if  we  abandon  our  responsibility  as  the  richest  nation  on  the  earth. 

The  world  has  indeed  become  a  global  village  and  development  assistance  is  in  our 
national  best  interest.  Civil  unrest  in  the  farthest  points  of  this  village  eventually  come 
home  to  impact  our  lives.  Foreign  assistance  is  crisis  prevention,  which  is  far  less 
expensive  in  the  long-run  than  crisis  management.  The  problems  of  developing  countries 
today  will  be  America's  problems  tomorrow  if  not  addressed  now.  Wisely  applied, 
foreign  assistance  is  a  tool  for  making  friends,  and  friends  help  one  another  and  purchase 
each  other's  goods  and  services. 

The  American  people  expect  a  foreign  policy  that  reflects  commitment  to  and 
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compassion  for  the  worid's  poor.   American  history  requires  it 

You  in  the  104th  Congress  must  make  history  by  taking  steps  -  sizable  steps, 
meaningful  steps  —  to  reduce  the  nation's  spending.  Those  of  us  who  have  served  in 
previous  Congresses  know  how  tough  that  is  and  will  be. 

I  urge  you  of  the  present  Congress  not  to  spend  profligately,  but  I  also  urge  you 
not  to  cut  blindly.  Invest  the  nation's  resources  where  the  nation  must  -  and  where  in  the 
long  haul  the  nation  will  -  most  definitely  benefit. 

Look  carefully  for  the  places  where  the  monies  we  do  spend  as  a  nation  will  have 
the  greatest  impact  for  the  future  benefit  of  our  country  and  for  the  people  you  represent. 

The  needs  abroad  are  immense  and  pressing,  but  the  multiplier  effect  of  monies 
wisely  invested  in  carefully  administered  humanitarian  foreign  aid  is  exceptional.  When 
those  funds  are  channeled  through  instruments  like  World  Vision,  CARE,  Catholic  Relief 
Services  and  other  NGOs,  as  US  AID  funds  are  more  and  more  being  channeled,  you 
make  possible  a  giant  step  in  the  direction  of  efficient  use  of  those  funds,  and  of  stability 
and  peace  in  the  world. 

I  strongly  implore  the  Committee  to  maintain  the  "  ISO"  International  Account  at 
the  highest  level  possible.  In  particular,  no  cuts  should  be  suffered  by  the  Development 
Fund  for  Africa  and  other  accounts  that  have  direct  impact  on  the  poorest  of  the  poor. 

Thank  you  for  the  opportunity  to  share  our  views  with  this  Committee. 
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Mr.  Oilman,  and  other  Members  of  Congress,  thank  you  for  the  opportunity  to 
address  you  today.  My  name  is  Martin  Fergus  and  I  am  a  professor  of  political  science  at 
Fordham  University  in  New  York.  I  am  also  one  of  44,000  citizens,  along  with  3,500 
churches,  throughout  the  United  States  active  in  Bread  for  the  World,  a  Christian  citizen's 
anti-hunger  movement.  We  volimteer  our  time  for  Bread  for  the  World  because  we  strongly 
believe  that  U.S.  public  policy  must  respond  to  the  needs  of  the  one  out  of  seven  people  in 
the  world  who  go  to  sleep  hungry  every  night  -  many  of  them  children.  Rather  than 
promote  responses  that  only  feed  hungry  people  and  expand  the  social  safety  net,  we  focus 
on  the  root  causes  of  hunger,  in  order  to  wipe  out  hunger  at  its  source. 

I  have  personally  seen  the  human  impacts  of  hunger  and  poverty,  in  urban  squatter 
communities  and  a  remote  mountain  village  in  Mexico,  and  in  the  rural  areas  of  southern 
India.  I  have  sat  in  houses  with  dirt  floors,  no  running  water,  no  sanitation  facilities,  and 
in  one  case  only  part  of  a  roof.  I  have  talked  with  a  women  holding  her  crying  child,  his 
hair  streaked  with  the  red  highlights  associated  with  severe  malnutrition.  I  have  seen 
something  else  as  well.  I  have  met  poor  people  who  have:  established  preschools  and 
tutoring  programs  for  their  children;  created  women's  groups  with  savings  plans  and 
improved  health  practices;  acquired  land  for  farming;  constructed  small  catchment  dams  for 
irrigation;  adopted  new  agricultural  practices;  built  roads  and  schools;  in  short,  have  become 
self-sufficient  through  programs  that  focus  on  the  root  causes  of  hunger. 

We  commend  you,  Mr.  Oilman,  and  your  colleagues  for  encouraging  needed  debate 
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over  how  to  reinvent  foreign  aid.  For  several  years.  Bread  for  the  World  has  pushed  for 
genuine  foreign  aid  reform.  We  are  not  defenders  of  a  system  that  is  outmoded,  burdened 
with  too  many  conflicting  objectives,  sometimes  wasteful  and  unable  to  reach  people  who 
are  most  in  need.  At  the  same  time,  we  are  alarmed  by  some  of  the  proposals  now  being 
discussed  in  Congress. 

Let's  be  clear  about  the  type  of  foreign  aid  reform  Bread  for  the  World  does  not 
support: 

We  do  not  support  foreign  aid  reform  that  is  simply  a  pretext  for  slashing  and 
eventually  eliminating  funding  for  development  aid,  especially  aid  to  Africa.  This  is  not 
reform,  it  is  abandonment  of  the  little  responsibility  we  now  accept  to  help  the  world's  poor 
and  hungry  people  in  their  struggle  to  become  self-reliant.  As  you  well  know,  funding  for 
USAID  development  programs,  including  the  Development  Fund  for  Africa,  Peace  Corps, 
the  small  foundations.  United  Nations  development  programs  and  the  International 
Development  Association  of  the  World  Bank  comes  to  less  than  $4  billion  ~  a  minor  share 
of  the  $13  billion  foreign  aid  budget,  and  a  minuscule  share  of  $1.6  trillion  national  budget. 
While  working  to  redefine  aid  policies  and  organizational  structure,  Congress  should  protect 
the  very  modest  resources  going  toward  long-term  development.  At  the  very  least,  spending 
cuts  must  be  distributed  fairly,  so  that  poor  and  hungry  people  in  Africa  and  other 
developing  regions  are  not  bearing  the  brunt  of  budget  cuts. 

Thus,  we  oppose  so-called  "sunset"  provisions  to  eliminate  funding  for  development 
assistance  within  a  specified  time  limit.  Just  as  you  cannot  guarantee  that  poor  women  and 
children  in  this  coimtry  will  achieve  self-sufficiency  within  two  years,  it  is  folly  to  set  an 
arbitrary  deadline  by  which  countries  must  be  prepared  to  graduate  from  aid.  Time  limits 
do  not  take  into  account  coimtries'  specific  conditions  -  some  of  them  beyond  their  control  - 
•  that  might  prevent  them  meeting  the  resources  needs  of  their  populations. 

We  do  not  support  foreign  aid  reform  that  nairov^  focuses  on  bureaucratic 
structures,  to  the  exclusion  of  the  goals  or  purposes  of  aid  in  the  post-Cold  War  worid. 
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Congress  should  reorganize  aid  bureaucracies  not  as  an  end  in  itself,  but  to  meet  certain 
goals  or  purposes.  In  fact,  the  goals  of  U.S.  foreign  aid  badly  need  to  be  reexamined  in  light 
of  changed  global  realities.  And  we  hope  that  any  such  review  gives  high  priority  to 
promoting  human  rights,  demilitarization,  and  just,  durable,  and  democratic  solutions  to 
global  himger  and  poverty,  with  emphasis  on  small-  scale,  self-help  strategies  such  as 
microenterprise. 

We  do  not  support  foreign  aid  reform  that  chooses  isolationisni  over  global 
engagement,  or  unilateral  responses  over  multilateral  ones.  With  our  economies  and  our 
societies  becoming  increasingly  interdependent,  we  must  work  to  create  a  global  community 
in  which  economic  growth  and  social  progress  result  in  shared  prosperity  and  opportunity. 
Our  continued  support  for  multilateral  institutions  such  as  the  United  Nations  is  essential, 
even  while  we  work  for  reforms  that  improve  their  quality  and  efficiency. 

Now,  rd  like  to  address  what  kind  of  foreign  aid  reform  Bread  for  the  World  does 
support.  My  remarks  will  lay  out  general  guidelines  pertaining  largely  to  development 
assistance,  applying  them  where  possible  to  reorganization  proposals  currently  being 
debated. 

The  primary  purpose  of  foreign  aid  should  be  to  help  people  living  in  poverty,  with 
emphasis  on  those  in  Africa,  in  their  struggle  to  become  self-reliant  and  fiill  participants  in 
their  societies.  This  priority  should  be  reflected  in  budget  allocations.  Development  aid 
should  increase  poor  peoples'  incomes  through  job  creation  and  access  to  credit,  land  or 
training;  improve  their  health  and  education  in  order  to  enhance  their  dignity  as  well  as 
their  productivity;  protect  the  natural  resources  on  which  they  often  depend  for  income;  and 
enhance  their  freedom  and  capacity  to  organize  on  their  own  behalf.  This  approach  is  not 
charity  or  welfare,  but  justice. 

We  remind  you,  Mr.  Gilman,  that  you  offered  a  floor  amendment  to  a  foreign  aid 
authorizing  bill  in  June  1993  which  stated  that  the  principal  objective  of  U.S.  economic 
assistance  should  be  sustainable  development    It  cited  the  above  four  key  elements  of 
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sustainable  development.  That  amendment  was  defeated  but  your  current  efforts  to  reform 
foreign  aid  should  start  with  precisely  that  concept  of  what  reform  should  achieve. 

Support  for  long-term  development  is  the  morally  right  thing  to  do  and  reflects  the 
best  values  of  the  people  of  the  United  States.  A  recent  poll  conducted  by  the  University 
of  Maryland  showed  that  almost  three-quarters  of  Americans  agreed  that  the  U.S.  has  a 
moral  responsibility  to  continue  to  help  poor  nations.  Among  the  different  types  of  aid 
programs,  they  strongly  favored  increasing  those  which  help  children  and  poor  people  and 
decreasing  military  aid  and  Middle  East  aid. 

But  there  is  also  a  compelling  self-interest  behind  promotion  of  development 
overseas.  By  raising  people's  living  standards,  it  creates  new  markets  for  U.S.  goods.  By 
encouraging  democracy  and  reducing  social  timnoil  rooted  in  poverty,  it  enhances  global 
peace  and  stability.  By  stemming  the  spread  of  environmental  pollution  and  diseases  such 
as  AIDS  that  do  not  stop  at  borders,  it  promotes  the  health  and  welfare  of  U.S.  citizens  and 
protects  natural  resources.  And  by  preventing  humanitarian  crises  such  as  those  in  Somalia 
and  Rwanda,  it  saves  money  and  American  lives. 

But  we  must  move  beyond  moral  and  practical  rationales  for  supporting  development. 
We  must  also  demand  that  our  development  program  achieve  real,  tangible  results.  In  fact, 
despite  charges  that  development  aid  "subsidizes  failure,"  there  is  ample  evidence  that 
development  assistance  works.  Many  coimtries  have  graduated  from  aid.  U.S.  development 
aid  has  made  tangible  contributions  to  increasing  food  production,  saving  the  lives  of  more 
than  a  million  children  each  year,  eradicating  polio  in  the  Western  Hemisphere,  and 
increasing  literacy  and  educational  levels,  especially  among  girls.  Indeed,  we  can  better 
account  for  how  well  (or  poorly)  our  development  assistance  dollars  are  spent  than  we  can 
for  the  billions  of  dollars  spent  on  military  and  security  aid.  We  agree,  however,  that  there 
is  still  room  for  improving  the  efficiency  and  effectiveness  of  development  assistance  in 
lifting  people  out  of  poverty. 

Long-term  development  assistance  should  be  independent  from  short-term  political, 
security  or  commercial  interests.  If  development  aid  is  to  truly  respond  to  the  conditions, 
needs  and  priorities  of  poor  families  and  conmiunities,  it  must  be  free  of  short-term 
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political,  security  and  commercial  pressures.  This  confusion  of  functions  within  USAID  has 
already  done  much  to  undermine  its  integrity  in  the  field  and  diluted  its  professional 
competence  and  focus.  It  is  also  a  primary  reason  for  the  failure  of  development  aid 
throughout  the  years.  Thus  development,  political  and  commercial  aid  programs  should  be 
clearly  differentiated  in  function  and  structure,  and  should  be  judged  and  financed  on  their 
own  merits. 

For  this  reason,  we  oppose  merging  the  development  functions  of  USAID  into  the 
State  Department.  To  do  so  would  further  subject  long-term  development  to  narrow,  short- 
term  political  interests.  For  the  same  reason,  we  oppose  closer  coordination  between 
USAID  field  operations  and  U.S.  embassies.  However,  we  would  support  transferring  from 
AID  to  the  State  Department  economic  aid  extended  to  political  allies  through  Economic 
Support  Funds  (ESF)  -  as  long  as  ESF  is  used  onlv  as  balance-of-pavments  support  for 
political  allies  and  not  for  economic  or  development  purposes.  In  general,  however,  we 
favor  reductions  in  ESF  as  well  as  military  assistance.  Those  segments  of  ESF  that  are  now 
used  for  development  projects  or  economic  policy  reform  should  be  converted  into 
development  aid. 

To  ensure  its  independence  from  short-term  foreign  policy  interests,  the  bilateral  aid 
agencv  should  report  not  to  the  Secretarv  of  State,  but  directlv  to  the  President.  We  also 
urge  that  consideration  be  given  to  estabUshing  an  independent  board  composed  of  a  range 
of  public,  private,  and  non-governmental  sector  representatives. 

Similarly,  we  oppose  any  attempts  to  redirect  development  aid  toward  U.S.  business 
interests.  On  the  contrary,  we  favor  ending  formal  or  informal  requirements  that  aid  be 
used  to  purchase  U.S.  goods  and  services. 

Long-term  development  aid  must  be  closely  integrated  with  short-term  relief  as  well 
as  reooiistruction  efforts  in  countries  emerging  from  conflict  One  of  the  important  lessons 
of  recent  years  is  that  relief  efforts  can  undermine  long-term  development  unless  they  are 
specifically  designed  to  reinforce  development.  For  example,  food  aid  freely  distributed  at 
central  locations  can  encourage  people  to  move  off  their  land  and  work  places,  creating  a 
dependency.   By  depressing  the  value  of  locally  produced  food,  it  can  harm  local  farmers. 
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Thus,  short-term  relief  must  be  well-tailored  to  the  specific  situation,  support  people's 
productive  capacity,  and  quickly  put  them  on  the  path  to  recovery.  At  the  same  time, 
development  aid  should  help  prevent  crises  and  ameliorate  the  root  causes  of  food  insecurity 
and  instability. 

We  are  encouraged  that  the  Administration  has  been  moving  in  this  direction.  For 
example,  USAID's  new  Horn  of  Africa  initiative  will  integrate  relief  and  development 
resources  to  a  region  engulfed  by  recurring  crises  in  order  to  achieve  the  greatest  impact 
over  the  long  term. 

Thus,  we  oppose  any  reorganization  that  separates  relief  and  development. 
Specifically,  we  oppose  placing  refugee  and  relief  programs  into  the  international  security 
functions  of  the  State  Department. 


Develt^mieiit  assistance  should  give  preferenoe  to  grassroots  non-govemmental 
MganizatioDS,  but  should  also  be  chamieled  through  municipal,  provincial  and  national-level 
governmental  institutions  -  where  those  institutions  have  demonstrated  their  commitment 
to  and  effectiveness  in  implementing  fair,  democratic  develc^nnent  It  is  now  widely 
accepted  that  aid  often  has  better  results  and  is  most  cost-effective  when  it  builds  on 
grassroots,  self-help  initiatives  of  non-govemmental  organizations,  especially  organizations 
in  the  host  country  that  include  poor  people,  women,  and  minorities.  NGOs'  role  should 
not  be  limited  to  implementing  aid  projects.  Their  participation  should  be  incorporated  into 
the  mission  statement,  structure  and  procedures  of  U.S.  aid  institutions,  and  into  the 
planning,  design,  implementation  and  evaluation  of  both  policies  and  projects. 

Yet  there  is  still  an  important  role  for  govemment-to-govenmient  assistance. 
Strengthening  local  and  provincial-level  governments  can  ensure  that  government  social 
services  and  economic  programs  are  tailored  to  local  realities  and  help  devolve  power  away 
from  centralized  bureaucracies.  But  it  is  also  important  to  strengthen  national  governments' 
capacity  for  just,  democratic  development  -  for  example,  in  setting  national  standards  for 
education  and  health,  establishing  equitable  tax  codes  and  collection  systems,  or  developing 
and  implementing  environmental  laws.  It  would  he  a  serious  mistake  to  limit  development 


222 


assistance  to  the  private  sector  alone.  For  this  reason,  we  object  to  the  proposal  to  retain 
govemment-to-govemment  and  technical  assistance,  but  to  move  them  from  the 
development  agency  to  the  State  Department. 

To  ensure  policy  consistency  and  to  eliminate  duplication,  there  should  be  central 
coordination  among  all  govermnent  agencies  involved  in  development  policy  and  activities, 
with  a  leading  role  for  the  bilateral  aid  agency.  In  particular,  the  agency  should  play  a 
prominent  role  in  setting  and  coordinating  U.S.  policy  with  respect  to  the  multilateral 
development  banks.  The  World  Bank  and  its  regional  companions  have  become  the  major 
actors  in  the  development  aid  arena,  lending  as  much  as  all  donors'  bilateral  aid  budgets 
combined.  For  the  sake  of  consistency  among  our  bilateral  and  multilateral  development 
policies  and  programs,  we  recommend  that  the  main  responsibility  for  U.S.  policy  toward 
the  MDBs  be  moved  away  from  the  Department  of  the  Treasury  to  the  bilateral  aid  agency. 


It  is  imclear  what  institutional  mechanism  would  best  serve  the  above  goals.  We 
believe  that  USAID,  under  the  leadership  of  its  current  Administrator  Brian  Atwood,  has 
moved  some  distance  toward  implementing  some,  though  not  all,  of  the  above  reforms.  In 
particular,  we  commend  the  agency's  establishment  of  goals  and  strategies  in  support  of 
sustainable  development;  expansion  of  microcredit  to  poor  people,  mostly  women;  the 
greater  emphasis  on  measurable  results;  and  the  recent  decision  to  chaimel  more  than  40 
percent  of  its  resources  through  private  voluntary  organizations  and  improve  local 
governance.  Thus  it  is  open  to  discussion  whether  these  reforms  could  best  be  accomplished 
through  a  reconstituted  USAID,  or  by  establishing  a  new  institution.  However,  it  is 
important  to  note  that  the  International  Development  Foundation  broadly  outlined  by 
Senator  Helms  does  not  appear  to  meet  these  guidelines.  Bread  for  the  World  staff  would 
welcome  the  opportimity  to  discuss  this  in  greater  detail  with  you. 

Last  but  not  least,  foreign  aid  reform  should  be  comprehensive  in  scope.  The  world 
is  vastly  changed  from  the  time  when  the  1961  Foreign  Assistance  Act  was  adopted.  New 
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global  realities  call  for  a  thorough  review  of  the  multiple  political,  security,  commercial, 
development  and  humanitarian  goals  of  all  foreign  aid  and  how  well  priorities  are  reflected 
in  budget  allocations  and  implemented  by  existing  institutions.  This  conmiittee  needs  to 
set  out  a  broad  new  legislative  mandate  for  foreign  aid. 

As  part  of  this  comprehensive  review,  we  encourage  you  to  reexamine  the  $5.1  billion 
military  and  security  aid  package  to  the  Middle  East  in  light  of  several  recent  developments: 
the  end  of  the  Cold  War,  the  evolving  Middle  East  peace  process,  and  decline  in  overall 
foreign  aid  resources  coupled  with  new  demands  for  those  resources.  Bread  for  the  World 
has  joined  with  other  organizations  in  producing  'Toward  a  Safer  Future  for  the  Children 
of  Abraham:  A  Proposal  for  Rethinking  our  Aid  Package  to  the  Middle  East"  (copy 
attached).  The  proposal  lays  out  a  road  map  for  alternatives  to  present  levels  and  uses  of 
aid  in  order  to  enhance  the  security  of  Israel  and  other  countries  in  the  region. 

As  first  steps  down  that  road,  we  encourage  you  to  redirect  a  portion  of  existing 
security  assistance  to  initiatives  that  will  reduce  tension  and  promote  dialogue  among  diverse 
political,  ethnic,  and  reUgious  groups  in  the  region  ~  for  instance  through  educational 
exchanges,  joint  research,  and  refugee  resettlement.  We  also  encourage  you  to  end  the 
practice  of  cash-flow  financing  to  Israel  and  Egypt.  By  permitting  both  countries  to  order 
weaf>ons  now  in  the  expectation  that  they  will  receive  future  aid  to  pay  for  them,  this 
practice  locks  Congress  into  funding  military  aid  at  today's  levels  for  four  to  five  years.  This 
committee  should  end  the  practice  now,  so  there  is  some  flexibility  in  the  future  to  respond 
to  the  changing  situation. 

In  closing,  Mr.  Gilman,  I  remind  you  that  the  decisions  you  face  can  affect  the  lives 
of  millions  of  people  around  world.  Throughout  the  years,  you  have  shown  yourself  to  be 
a  reliable  friend  of  poor  and  hungry  people.  Therefore,  we  urge  you  to  carefully  consider 
the  consequences  for  these  people  of  broad  changes  to  our  foreign  aid  institutions  and 
structures.  Thank  you  for  the  opportunity  to  share  our  views. 
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STATEMENT  OF  MARIA  OTERO 
TO  THE  COMMITTEE  ON  INTERNATIONAL  RELATIONS 

Mr.  Chairman,  Members  of  the  Committee,  thank  you  for  the  invitation  to  testify  before  this 
distinguished  committee  on  the  issue  of  microenterprise  Before  starting  my  testimony,  I  want  to 
make  special  note  of  the  strong  support  that  you,  Mr.  Chairman,  have  given  to  microenterprise  over 
the  years  and  thank  you  for  it. 

My  name  is  Maria  Otero.  I  am  Executive  Vice  President  of  ACCION  International,  a  US  non-profit 
organization  that  has  specialized  in  microenterprise  development  in  Latin  America  for  the  last  20 
years  and  has  started  to  work  in  the  U.S.  in  the  last  three  years.  I  am  also  co-chair  of  the 
MiCToenterprise  Coalition,  which  is  composed  of  27  international  non-profit  organizations  that  carry 
out  microenterprise  programs  throughout  the  world.  In  addition,  I  am  the  chair  of  the  Board  of  the 
Inter-American  Foundation,  a  grant-making  US  government  agency,  which  provides  over  83%  of 
its  grant  support  for  microenterprise  development  in  Latin  America. 

I  would  like  to  outline  in  my  testimony  why  microenterprise  development  is  an  extremely  effective 
foreign  assistance  strategy  for  combating  poverty  in  developing  countries 

The  majority  of  people  in  developing  countries  live  in  poverty,  many  in  extreme  poverty.  They  are 
unable  to  earn  enough  income  to  feed  their  families  The  dire  consequences  of  poverty  of^en  begin 
with  malnutrition  in  childhood,  and  continue  in  later  years,  making  what  we  take  for  granted  luxuries 
the  poor  cannot  attain:  education,  health  services,  employment,  security.  Poverty  strips  individuals 
of  their  self-respect,  their  dignity,  their  dreams  They  become  marginalized  from  the  mainstream 
economy  of  their  societies  and  are  faced  with  surviving  on  their  own  in  any  way  that  they  can.  It  is 
not  surprising  that  poverty  creates  hopelessness  and  leads  to  family  breakdown,  lawlessness,  political 
unrest,  terrorism,  and  is  the  main  threat  to  global  stability. 

The  majority  of  poor  people  survive  by  eking  out  a  living  using  the  meager  resources  at  hand.  A 
woman  selling  oranges  on  the  streets  of  La  Paz,  Bolivia,  or  a  man  banging  our  pots  from  used  metal 
in  Dhaka,  Bangladesh,  are  just  two  examples  of  how  millions  and  millions  of  the  poor  around  the 
worid  fend  for  themselves:  they  survive  by  creating  jobs  for  themselves  where  there  are  no  other  jobs 
available    They  earn  meager  incomes  to  feed  their  families  and  maintain  their  households. 

These  men  and  women,  who  comprise  over  50%  of  the  labor  force  and  are  concentrated  in  cities,  are 
often  called  the  self-employed  poor  or  microenterpreneurs  If  we  look  more  closely  at  their  worlds, 
we  discover  that  it  is  through  enormous  initiative,  creativity  and  sheer  tenacity  that  the  poor  have 
created  very  tiny  businesses  and  engage  in  a  myriad  of  productive  and  commercial  activities  that 
become  their  own  survival  strategies. 

What  the  poor  lack  to  sustain  and  grow  their  microenterprises  is  access  to  capital.  They  need  to 
purchase  materials  and  supplies  to  produce  or  sell.  They  need  credit  with  which  to  buy  leather  for 
shoes,  agricultural  products  to  sell  in  the  market,  or  wood  and  nails  to  make  furniture.  Banks  are 
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unable  or  unwilling  to  lend  to  the  poor  whose  need  for  small  amounts  of  money  and  lack  of  traditional 
collateral  makes  them  high  risk  or  "unbankable".  Thus,  too  often  their  only  source  of  credit  is  the 
moneylender  who  may  charge  ten  per  cent  a  day.  Paying  these  outrageous  rates,  the 
microentrepreneur  is  often  continually  in  debt  and  is  unable  to  accumulate  any  capital. 

It  is  in  response  to  this  tremendous  need  for  credit  among  the  poor  that  microenterprise  programs 
have  emerged  in  the  last  20  years  US  Private  Voluntary  Organizations,  local  non-government 
organizations  and  credit  unions  throughout  the  world  have  taken  the  lead  in  pioneering  new  ways 
to  extend  credit  to  the  poor,  thereby  replacing  the  usurious  moneylender  and  serving  as  an  alternative 
banking  sector  to  microentrepreneurs. 

Microenterprise  lending  has  today  proven  itself  as  an  eflFective  strategy  for  directly  reaching  the  poor, 
enabling  them  to  remain  employed,  create  new  jobs,  earn  steady  incomes  and  support  their  families, 
often  moving  out  of  extreme  poverty  into  a  more  stable  situation,  and  into  greater  integration  into 
the  economy  and  societies  of  their  countries 

Microenterprise  programs  have  achieved  two  breakthroughs  that  are  now  enabling  them  to  attack 
poverty  on  a  massive  scale:  1)  programs  can  expand  and  reach  very  large  numbers  of  clients,  in  some 
cases  in  the  millions  as  Grameen  Bank  of  Bangladesh  has  demonstrated;  and  2)  programs  can  cover 
their  costs  of  operation  fi-om  income  earned  through  lending  and  become  self-sufficient,  thereby 
greatly  decreasing  or  ending  their  need  for  outside  donor  support  A  poverty  fighting  strategy  which 
can  finance  itself  and  thus  expand  without  limitations  is,  indeed,  a  powerful  concept. 

The  principles  of  microenterprise  lending  which  have  produced  these  breakthroughs  level  the  playing 
field  for  the  microentrepreneur  and  treat  him/her  as  a  businessperson,  not  as  a  poor  person.  The 
principles  are  straightforward:  use  simple  procedures  and  make  small  loans  quickly  and  for  short 
terms,  often  three  to  six  months,  establish  a  direct  relationship  with  the  borrower,  using  character 
reference  as  the  main  guarantee,  often  lending  to  groups  of  borrowers  who  guarantee  each  others' 
loans,  motivate  repayment  by  assuring  access  to  larger  working  capital  loans,  and  charge  commercial 
interest  rates  or  higher  to  cover  costs 

As  an  example  of  this  approach,  ACCION  International  has  developed  a  network  of  institutions  in 
14  countries  in  Latin  America  that  together  make  loans  to  over  250,000  microentrepreneurs  in  the 
region  with  a  default  rate  of  under  2%.  Several  facts  are  worth  highlighting: 

-  These  programs  have  grown  exponentially  because  the  demand  for  credit  is  so  high  and 
because  the  local  lending  institutions  have  developed  the  capacity  to  expand.  In  1987  these 
organizations  lent  $14.6  million  in  one  year.  By  1992  that  figure  had  increased  to  over 
$113.  Last  year  these  organizations  lent  $288  million  in  loans  averaging  just  above  $500. 
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These  organizations  often  started  their  activities  with  donor  support  from  the  Inter- 
American  Foundation  and  AID,  usually  with  grants  of  under  $500,000.  Today,  these 
organizations  manage  a  total  portfolio  of  over  $138  million,  most  of  it  financed  through  loans 
they  obtain  from  the  local  commercial  sector  or  from  their  own  earnings.  Donor  fiinds 
served  a  critical  role  as  seed  capital  which  are  now  leveraging  significant  private  sector  capital 
from  local  banks. 

-  Some  of  these  organizations  have  become  commercial  banks  that  operate  as  part  of  the 
banking  systems  in  their  countries  but  specialize  in  making  tiny  loans  to  the  poor.  The  most 
notable,  BancoSol  in  Bolivia,  converted  from  an  NGO  to  a  bank  three  years  ago.  Today, 
BancoSoI  serves  more  clients  -  over  62,000  -  than  the  rest  of  the  banking  sector  combined 
in  that  Country.  Its  loans  are  as  small  as  $80  and  its  losses  have  never  reached  1%  Last 
week,  the  Superintendency  of  Banks  in  Bolivia  published  the  return  on  assets  of  all  banks  in 
the  system.  BancoSol  holds  first  place,  demonstrating  that  lending  to  the  poor  can  not  only 
cover  its  costs  but  can  be  financially  profitable  In  addition,  for  the  first  time,  a  well-known 
US  investment  firm  has  purchased  Certificates  of  Deposit  in  BancoSol  which  backs  them  up 
with  tiny  loans  to  clients  without  collateral  The  link  between  Wall  Street  and  the  indigenous 
women  with  a  bowler  hat  that  sells  oranges  on  the  street  of  La  Paz  has  been  made.  This  link 
is  truly  revolutionary. 

Throughout  the  world,  there  are  specialized  lending  institutions  created  by  non-govemmental 
organizations,  many  of  them  members  of  the  Microenterprise  Coalition,  who  are  using  these 
principles  of  lending  to  reach  millions  of  poor  microentrepreneurs  Yet  in  spite  of  the  advances  that 
have  been  made,  the  need  for  credit  dwarfs  our  current  reach.  Grameen  Bank,  with  its  astounding 
accomplishment  of  providing  credit  to  over  2  million  people,  mostly  women,  only  reaches  about  4% 
of  the  poor  in  that  country.  BancoSol,  even  though  its  reach  is  greater  than  the  whole  Bolivian 
banking  sector,  lends  to  less  than  10%  of  the  microenterprises  in  the  country. 

In  summary,  there  are  three  points  that  I  wish  to  leave  with  the  committee: 

1)  Microenterprise  development  is  a  highly  successful  development  strategy  that  has  demonstrated 
that  local  private  institutions  can  provide  credit  to  millions  of  very  poor  people  and  do  it  in  a  way  that 
is  sustainable  in  the  long  term. 

2)  Microenterprise  programs  have  made  effective  use  of  donor  funds  They  have  used  grant  support 
from  US  donor  agencies,  particulariy  AID  and  the  Inter- American  Foundation  to  capitalize  their 
programs  and  to  leverage  significant  financial  resources  from  the  commercial  sectors  in  their  country. 

They  are  allowing  foreign  assistance  to  do  what  it  should  start  up  initiatives  that  reach  the  poor  and 
become  independent  of  outside  support  AID,  through  its  Microenterprise  Initiative,  which  was 
drafted  last  year  with  bipartisan  support  from  Congress,  is  assisting  these  programs  to  move  towards 
self-sufficiency,  and  to  focus  on  reaching  the  very  poor,  especially  women  Inter-American 
Foundation  grants  enable  community  organizations  assist  poor  people  to  start  their  own  enterprises 
and  learn  basic  skills  for  productive  activities 

3)  The  need  for  additional  fijnding  in  microenterprise  is  essential  if  this  strategy  is  to  expand  and  truly 
make  a  diSerence  around  the  worid  While  we  are  aware  of  the  Committee's  commitment  to  cutting 
the  deficit,  even  the  smallest  decrease  in  funding  in  microenterprise  initiatives  will  severely  hamper 
our  ability  to  reach  the  poor. 

Microenterprise  lending  has  proven  itself  as  a  true  breakthrough  in  the  development  arena.  I  ask  the 
Committee's  continued  strong  support  as  we  move  to  increase  our  efforts  on  a  scale  which  will 
directly  benefit  the  lives  of  many  millions  of  the  worid's  poor. 
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Good  morning  My  name  is  Hobart  C.  Gardiner,  and  I  am  President  and  Chief 
Executive  Officer  of  the  International  Executive  Service  Corps,  with  headquarters  in  Stamford, 
Connecticut 

For  3 1  years,  the  International  Executive  Service  Corps  (lESC)  has  sent  retired 
American  men  and  women  to  the  developing  world  to  stimulate  and  accelerate  economic  growth 
through  private  enterprise.  Since  1989,  lESC's  volunteers  have  also  traveled  to  the  republics  of 
the  former  Soviet  Union  and  the  new,  emerging  democracies  of  Central  and  Eastern  Europe  to 
help  in  the  transition  from  command  to  free  market  economies. 

The  typical  volunteer  is  an  American,  with  an  extensive  business  or  professional 
background  and  a  commitment  to  lESC's  goals,  which  are: 

*  To  help  stimulate  and  accelerate  economic  growth  through  private  enterprise 

*  To  strengthen  the  role  of  small  business  and  to  enhance  partnerships  with 
American  enterprises 

*  To  generate  a  market  for  American  goods  and  services. 

The  concept  of  using  retired  business  or  professional  people  as  volunteers  overseas  took 
root  in  1964,  when  Sen.  Vance  Hartke  (D-Ind.)  and  Sen.  Jacob  Javits  (R-NY)  came  up  with  the 
idea  for  a  "businessman's  Peace  Corps."  The  senators  knew  that  retired  business  men  and  women 
were  ready,  willing,  and  able  to  help  developing  countries  by  sharing  their  lifetime  knowledge  and 
experience  with  small  and  mid-size  companies  eager  to  grow.  David  Rockefeller,  then  the  head  of 
the  Chase  Manhattan  Bank,  was  responsible  for  mustering  support  to  move  the  idea  forward  from 
concept  to  reality.  In  June  1964,  the  formation  of  lESC  was  announced  by  President  Lyndon 
Johnson     Frank  Pace,  Jr.,  former  Secretary  of  the  Army  under  President  Harry  Truman  and 
former  chairman  of  General  Dynamics  Corp.,  became  lESC's  first  president   Under  Pace's 
leadership,  lESC  moved  quickly  to  set  up  a  strong  organization.  By  January  1965,  volunteers 
were  working  on  the  first  three  projects  in  Panama. 

Since  then,  lESC  has  undertaken  more  than  1 7,000  projects  in  1 22  countries. 
Although  lESC  was  originally  established  to  provide  managerial  and  technical  assistance  to  under 
developed  countries,  it  has,  since  the  fall  of  the  Berlin  Wall,  launched  a  strong  efiFort  in  spreading 
the  principles  of  democracy  and  free  enterprise  in  Central  and  Eastern  Europe  and  the  former 
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Soviet  republics.  ESC  is  clearly  a  bi-partisan,  people-to-people  effort  and  we  are  proud  to  have 
been  a  force  for  economic  growth  in  122  nations. 

Even  before  the  Berlin  Wall  fell,  EESC's  volunteers  were  in  Hungary  providing  technical 
and  managerial  assistance  to  manufacturing,  data  processing,  and  utihty  companies  that  were 
privatizing    When  communism  ended  in  Central  and  Eastern  Europe  and  the  Soviet  Union, 
lESC's  hit  the  ground  running.  In  October  1989,  our  volunteers  were  the  first  service  corps  to  go 
into  Poland    Volunteers  helped  former  state-owned  companies  make  the  successful  transition  to 
privatization  and  worked  with  Poland's  Council  of  Ministers  on  a  number  of  projects,  helping 
them  evaluate  the  country's  major  industries.  This  lead  to  volunteers  working  with  specific 
companies,  where  we  were  able  to  target  such  needs  as  cost-accounting,  production,  quality 
management,  and  financing 

ESC  volunteers  apply  their  expertise  and  dedication  not  only  in  the  emerging  nations  of 
Central  and  Eastern  Europe  (CEE),  and  the  New  Independent  States  of  the  former  Soviet  Union 
(NIS),  but  in  the  developing  countries  of  Afiica,  Latin  America  and  the  Caribbean,  Near  East  and 
Southeast  Asia.  Their  willingness  to  improve  the  lives  of  others  truly  reflerts  the  very  best 
America  offers  in  the  way  of  foreign  assistance. 

ESC's  cost-effective  approach  to  foreign  assistance  has  enabled  newly  privatized 
companies  to  obtain  the  help  they  need  to  make  the  transition  fi-om  operating  under  a  command 
economy  to  competing  in  a  complex  and  confusing  market  driven  economy.  We  have  helped  the 
weapon  manufacturers  shift  their  production  to  peace  time  goods  and  services.  And  our 
volunteers  have  guided  the  establishment  of  stock  exchanges  and  brokerage  firms,  the  expansion 
of  banks,  and  the  creation  of  attendant  services  that  the  financial  field  must  have  in  order  to 
function  properiy 

Volunteer  assistance  has  been  especially  valuable  in  the  privatization  of  companies  in 
countries  where  private  ownership  has  been  banned  for  generations    Here  is  just  one  example 
among  hundreds  where  ESC  volunteers  in  the  MIS  are  providing  the  vital  people-to-people  link 
between  economic  development  and  the  growth  of  democracy. 

In  Volkhov,  Russia,  a  small  city  located  80  miles  west  of  St.  Petersburg,  Russia,  a  young 
entrepreneur  started  a  garment  factory  and  employed  62  people.  The  Ponega  Garment  Factory 
had  the  potential  to  grow,  increase  employment,  and  stimulate  the  region's  economic  growth. 
But,  the  owner,  Victor  Rol,  needed  professional  advice  on  marketing,  production  and  design  to 
become  competitive  in  Russia's  new  free  market  economy.  Like  other  small  business  owners  in 
the  developing  world  and  the  emerging  nations,  Mr.  Rol  could  not  afford  a  private  consultant's 
daily  rate,  but  he  could  afford  ESC's  costs.  He  turned  to  ESC's  field  oflSce  in  St.  Petersburg. 
After  reviewing  his  request,  ESC  sent  Sanford  Zimehs  of  Stamford,  Connecticut  to  Volkhov. 
Mr  Zimelis,  former  president  and  owner  of  Jane  Martin  Co.,  a  New  York-based  clothing 
manufacturer,  had  recently  retired  after  42  years  in  the  industry. 

Mr.  Zimelis  is  one  of  the  more  than  13,000  volunteers  registered  with  ESC. 


229 


Meanwhile,  EESC  also  selected  Mr.  Zimelis'  wife,  Muriel,  a  former  teacher  and  social 
worker,  for  a  project  in  Volkhov  to  conduct  English  language  seminars  for  students  and  business 
people  and  to  instruct  English  teachers  in  new  methods. 

Mr.  Zimelis  recommended  a  number  of  improvements,  including  realigning  production  to 
improve  efficiency,  new  marketing  and  sales  techniques,  and  the  introduction  of  a  new  record 
keeping  system  The  company  adopted  the  volunteer's  recommendations  It  produced  immediate 
results  in  productivity  and  sales.  In  a  letter  to  lESC,  Ponega's  owner  thanked  Mr  Zimelis,  saying 
his  professional  and  personal  contributions  were  many,  but  above  all  he  imparted  a  "spirit  of  trust 
and  respect  " 

This  spirit  of  trust  and  respect  that  lESC's  volunteers  so  readily  imparts  is  one  our 
strengthens    It  helps  build  strong  links  between  America  and  the  developing  world  and  new, 
emerging  nations.  Ours  is  a  people-to-people  job. 

lESC  started  sending  volunteers  to  Russia  in  1990.  In  1992,  our  volunteers  were  sought 
out  to  assist  the  Russians  convert  former  defense  plants.  It  is  a  job  that  requires  great  dedication 
on  the  part  of  volunteers,  who  spend  up  to  a  year  in  the  NIS  working  with  the  directors  of  newly 
privatized  defense  plants.  Our  volunteers  are  helping  companies  make  the  successful  transition 
from  weapon  production  to  the  manufacture  of  consumers  goods  and  services. 

Here  is  an  example  of  how  a  team  of  lESC  volunteers,  over  a  two  year  period,  helped 
convert  a  former  missile  tracking  site  in  Kazakhstan  to  a  successful  business  venture  that  attracted 
AT&T's  investment.  Through  lESC's  efforts  on  a  defense  conversion  project,  a  promising 
Kazakhstani  scientist  turned  entrepreneur,  became  acquainted  with  volunteers  helping  him  to 
convert  a  defense  plant  When  he  moved  on  to  head  another  newly  privatized  business,  the  Sary 
Shagan  missile  tracking  site,  he  immediately  sought  lESC's  help,  having  seen  the  results  our 
volunteers  produced.  lESC  sent  volunteers  to  assist  the  Sary  Shagan  in  October  1993.  They 
provided  hands-on  technical  and  managerial  assistance  that  included:  business  planning,  research, 
and  alliances  with  US  companies  in  the  telecommunications  industry,  including  AT&T.  The 
volunteers  helped  turn  a  former  missile  tracking  site  into  a  privately  run,  international  satellite 
teleport    It  has  the  tremendous  potential  of  improving  communications  between  the  Central  Asian 
republics  and  the  rest  of  the  world.  It  will  fuel  Kazakhstan's  economy,  provide  jobs  and  promote 
business  development.  Using  funds  from  the  US  Agency  for  International  Development  and  the 
Department  of  Defense,  along  with  volunteers'  contributions,  lESC  produced  a  program  that  will 
benefit  Kazakhstan's  entry  into  the  free  market.  In  January  1995,  the  US  government  awarded  the 
AT&T/Kazlnform  Telecom  joint  venture  $5  million  on  a  cost-sharing  basis  for  the  $16  1  million 
conversion  of  the  defense  operation  into  a  private  telecommunications  network,  a  good  example 
of  a  joint  US/foreign  association. 

Our  work  is  enabling  the  new  republics  of  the  former  Soviet  Union  to  introduce  economic 
reform  that  will  add  to  their  nations'  political,  as  well  as,  economic  stability.    This  economic 
underpinning  helps  strengthen  the  foundation  for  a  more  democratic  political  system. 
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EESC's  traditional  focus  has  been  on  technical  and  managerial  assistance,  with  volunteers 
offering  foreign  clients  hands-on  advice  in  implementing  changes,  such  as  new  product 
development,  management  reorganization,  new  accounting  systems,  or  help  installing  new 
equipment  and  technology.  Since  1989,  however,  our  volunteers  have  increasingly  provided 
many  additional  services 

The  following  are  other  services  ESC  offers: 

*  Public  Administration:  Democratic  training  for  former  Soviet  and  Eastern  bloc 
public  officials  in  the  principles  and  practical  aspects  of  democracy 

*  Trade  and  investment  development  programs  to  establish  commercial  links 
between  US  and  overseas  firms 

*  Environmental  protection  projects 

*  Health  and  education  projects  that  vary  from  designing  hospitals,  to  developing 

insurance  plans  to  creating  rural  clinics,  and  training  teachers 

*  Tourism  development  programs  that  involve  eco-tourism  and  bio-diversity. 

lESC  is  developing  its  Public  Administration  Program  to  deal  more  comprehensively  with 
the  many  needs  of  the  emerging  democracies.  In  1993  and  1994  in  Kazakhstan,  for  example, 
lESC,  through  funding  from  the  US  Information  Agency,  held  two  public  administration  and 
management  programs,  cosponsored  by  Kazakhstan's  President  Apparat  and  the  Cabinet  Ministers 
of  Kazakhstan.  The  programs  included  a  one-week  in  country  seminar  using  American  volunteers 
with  expertise  in  public  administration,  and  a  five-week  internships  in  the  US  for  selected 
Kazakhstani  participants. 

While  numbers  alone  tell  the  story  -  17,000  successful  projects  in  122  countries  since 
lESC's  founding  in  1964  -  there  are  many  other  ways  to  measure  how  EESC  has  helped  fiiel 
economic  growth.  The  request  for  our  services,  for  example,  has  growTi  dramatically  over  the  last 
decade.  In  1983,  we  had  373  project  starts,  501  the  next  year,  and  935  in  1993.  In  1994,  we  had 
1 ,256  project  starts. 

Another  measure  of  lESC's  impact  on  foreign  assistance  is  the  1 5  countries,  where 
volunteers  worked,  that  no  longer  need  US  aid.  These  include:  South  Korea,  Singapore, 
Malaysia,  and  Taiwan.  While  lESC  is  not  totally  responsible  for  the  economic  self-sufficiency 
these  nations  have  attained,  we  know  that  our  volunteers'  contributions  in  time,  talent  and  skill 
were  vital  to  that  growth    The  goal  of  our  operations  is  to  end  the  cycle  of  dependence  by 
helping  countries  reach  a  point  of  not  needing  further  assistance. 

Since  our  founding,  19  other  nations  have  copied  the  United  States'  model  of  using  retired 
business  people  to  stimulate  economic  development  abroad.  They  knew  that  by  EESC  boosting  a 
developing  country's  economy  to  the  point  of  self-sufficiency,  new  markets  were  opened  for 
American  goods  and  services.  And  they  wanted  a  part  of  that  economic  growth    Among  the  19 
nations  with  programs  modeled  after  lESC,  Canada  and  France  rival  ours  in  size.  If  lESC's 
funding  is  reduced  so  will  our  ability  to  help  American  business  gain  an  advantage  in  the  world 
market.    And  that  will  mean  tremendous  benefits  lost  to  the  United  States. 
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lESC  is  funded  four  ways:  only  42  percent  of  our  budget  comes  from  the  government, 
with  a  majority  of  that  funding  from  the  US  Agency  for  International  Development.  Other 
government  funding  comes  from  the  US  Information  Agency  and  the  Department  of  Defense's 
Nunn-Lugar  Cooperative  Threat  Reduction  Program    In  addition,  eight  percent  of  funding  comes 
from  clients;  and  one  percent  in  private  contributions  from  corporations,  foundations,  and 
individuals 

A  major  part  of  our  funding  -  49  percent  -  comes  from  the  donated  services  of  volunteers. 
In  1994  alone,  1,300  volunteers  donated  the  equivalent  of  more  than  $33  million  worth  of  service. 
The  total  value  of  the  work  donated  by  volunteers  throughout  the  years  now  exceeds  one  half 
billion  dollars    Those  donations  have  significantly  lowered  the  cost  of  assistance  delivered.  It 
enables  us  to  leverage  the  US  government's  investment  in  foreign  assistance  with  the  personal 
investment  of  American  volunteers 

ESC  is  one  of  the  United  States'  most  cost-eflFective  assistance  programs.  Our  experts 
are  unpaid    lESC's  assistance  is  one-third  the  cost  of  major  consulting  firms.  In  1994,  we 
provided  75,000  person  days  of  assistance.  Our  average  cost  per  volunteer  is  $439  a  day,  and 
includes  air  travel,  the  volunteer's  per  diem  expenses  for  food,  in  addition  to  the  cost  of  operating 
our  headquarters  and  61  oflBces  abroad.  Clients  must  contribute  to  the  cost  of  individual  projects 
and  provide  the  volunteer  with  accommodations  and  transportation.  Client  contributions  totaled 
$5,570,000  in  1994. 

With  every  project  we  undertake,  we  define  our  purpose  and  seek  tangible  results. 
Therefore,  at  the  beginning  of  each  project  the  client  and  volunteer  executive  (VE)  agree  to 
specific  measurable  goals    We  call  this  the  work  plan,  which  becomes  a  statement  of  goals  and 
objectives    Then  at  the  end  of  the  project  the  VE,  the  client,  and  our  country  director  assess 
accomplishment  against  the  terms  of  the  work  plan.  Then,  just  to  make  sure,  we  review  the  final 
results  with  the  client  once  more  after  a  period  of  nine  months. 

The  way  we  operate  is  simple.  We  are  client  driven.  Our  VEs  have  extensive  industrial 
and  professional  backgrounds  and  we  match  client  needs  to  volunteer  skills.  These  senior 
executives  and  mangers  offer  lifetimes  of  experience,  professional  knowledge  and  networks.  We 
send  general  managers  to  private  enterprises,  bankers  to  banks  and  farmers  to  farms.  We  have  the 
commitment  of  experts,  who  freely  donate  their  time  and  talent.  Some  VEs  stay  beyond  the 
average  two  to  three  months  a  project  generally  takes.  In  the  NIS,  some  volunteers  spend  up  to  a 
year  on  defense  conversion  projects.  Their  credibility  as  proven  experts  in  their  field  are  the 
reason  35  percent  of  BESC's  projects  are  repeats  for  former  clients 

They  establish  personal  relationships  with  overseas  enterprises  that  last  long  after  a  project 
is  over.    Often,  the  volunteers'  personal  networks  of  business  contacts  extends  the  work  they  do 
far  beyond  that  of  providing  technical  and  managerial  assistance.  This  generates  significant 
business  for  American  firms    Last  year  alone,  it  produced  millions  of  dollars  in  US  exports. 
Sometimes  these  business  opportunities  take  time  to  develop.  Our  volunteers  are  senior 
executives  and  managers,  who  know  how  to  develop  these  linkages  between  the  people  they 
worked  with  overseas  and  American  companies    In  1991,  VE  Henry  Foriaw  of  Greensboro,  NC, 
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retired  president  of  Sentry  Hardware  Corp.,  assisted^  Panamanian  hardware  store.  Four  years 
later,  the  client  has  four  stores,  and  they  place  annual  supply  orders  with  Orgill  Brothers,  a 
hardware  supply  company  in  Memphis,  TN    Last  yeails  order  came  to  more  than  $2  million. 

Traditional  technical  assistance  projects,  such  as  Mr  Forlaw's  in  Panama,  often  lead  to 
benefits  for  US  companies.  The  first  27  technical  assistance  projects  that  we  examined  for  1994, 
have  already  led  to  contracts  for  US  exports  totaling  nearly  $18  million. 

By  stimulating  economic  growth  overseas,  lESC  opens  markets  for  American  companies. 
The  total  investment  value  in  the  NIS  alone  is  estimated  at  $357  million    ESC  volunteers  in 
defense  conversion,  for  example,  played  a  key  role  in  paving  the  way  for  a  joint  venture  between 
Hartron  of  Ukraine,  a  former  supplier  of  military  instrumentation  and  control  systems,  and 
Westinghouse    In  1992,  Hartron  became  a  client  of  lESC.  Volunteers  helped  structure  the 
project,  arranged  an  introduction  to  Westinghouse,  and  assisted  the  joint  venture's  successful 
effort  to  obtain  a  $5  million  grant  from  the  Department  of  Defense.  Westinghouse  invested  $12 
million.  The  new  company  will  design,  install  and  service  state-of-the-art  instrumentation  and 
control  systems  for  Ukraine's  commercial  nuclear  power  industry 

Above  and  beyond  specific  skills,  volunteers  bring  something  very  special  to  the  task  at 
hand  -  an  American  "can-do"  attitude    They  help  clients  solve  problems  that  have  ranged  fi'om 
such  requests  as  assisting  an  Indonesian  chemical  plant  bring  about  major  changes  that  benefit  the 
environment;  helping  1 5  Zambian  manufacturers  with  loans  due  to  the  Development  Bank  of 
Zambia  avoid  bankruptcy  by  advising  on  debt  repayment;  training  public  officials  in  the  principles 
of  democracy  and  public  administration  in  the  new,  emerging  states;  to  privatization  programs 
that  involve  creating  stock  exchanges  and  revising  legal  systems. 

Since  1989,  lESC's  services  have  increased  in  range  and  diversity    Through  our  Business 
Development  Services,  we  assist  overseas  clients  in  setting  up  long-term  business  links  with 
American  companies    It  enables  us  to  create  opportunities  in  America  for  business  expansion, 
new  markets,  and  job  growth  as  the  result  of  access  to  foreign  markets    Joint  ventures  between 
American  and  foreign  firms  are  nurtured  by  volunteers  and  staff.  In  Sri  Lanka,  Morocco  and 
Ghana,  and  in  most  of  CEE  and  the  NIS,  ESC  operates  business  development  programs  that  use 
our  volunteer  network  to  establish  these  linkages  between  companies  in  the  US  and  in  the 
countries  we  serve.  In  1994,  ESC  assisted  2,186  foreign  enterprises  through  extensive  technical 
assistance  and  business  linkages  services,  and  10,728  foreign  firms  through  less  extensive  or 
smaller  ESC  diagnostic,  planning,  training  and  information  services. 

All  of  this  generated  significant  business  opportunities  for  small  and  medium  sized  US 
firms    In  1994,  4,432  US  firms  came  to  ESC  for  help  related  to  business  opportunities  overseas. 
They  received  contact  information/or  other  market  intelligence  and  services  related  to  potential 
foreign  business  opportunities.  Another  460  US  firms  received  extensive  assistance  enabling  them 
to  establish  beneficial  business  relationships  with  ESC  clients  abroad. 

In  the  past  two  years,  the  joint  ventures  we  have  helped  nurture  total  hundreds  of  millions 
of  dollars  in  investment  overseas  by  US  companies,  who  see  opportunities  for  growth.  Recent 
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examples  of  joint  ventures  in  the  NIS,  for  example,  involve  companies  from  Alabama,  Arizona, 
California,  Connecticut,  Minnesota,  New  Hampshire,  New  Jersey,  New  York,  Ohio, 
Pennsylvania,  and  Virginia  -. 

Through  our  volunteers,  ESC  improves  the  host  country's  gross  national  product  and  that 
makes  good  customers  for  US  business    The  markets  in  the  developing  world,  CEE,  and  the  NTS, 
are  increasingly  important  to  the  American  economy    To  remain  competitive,  we  must  consider 
our  export  markets  and  where  they  will  be  in  the  decades  ahead.  Our  kind  of  foreign  assistance  is 
building  the  markets  of  the  future.  By  the  year  2000,  four  out  of  every  five  consumers  will  live  in 
the  developing  world 

Of  the  935  foreign  clients  in  1993,  64  percent  reported  increased  buying  of  US  supplies 
and  equipment  Here  is  an  example  of  some  exports: 

*  $3.5  million  for  compressors  from  Tecumseh  Co.,  Tecumseh,  Michigan 

*  $2.9  million  for  motors  from  Emerson  in  St.  Louis,  Missouri 

*  $187,504  for  couplers  from  Aeroquip  in  New  Haven,  Indiana 

*  $850,000  for  yellow  com  from  PS  International,  Indianapolis,  Indiana 

*  $1  8  million  for  injection  molding  uruts  from  Cincinnati  Milacron  Co.,  Batavia,  Ohio 

*  $233,000  for  rotary  switches  and  thermostats  from  General  Electric,  New  York,  NY. 

In  addition  to  ftieling  US  exports,  lESC's  Business  Development  Program  is  identifying 
opportunities  for  US  firnis    In  three  advanced  developing  countries  -  Mexico,  Argentina  and 
Turkey  -  lESC  is  working  with  national  chambers  of  commerce  to  set  up  networks  of  lESC 
volunteers  that  identify  the  needs  of  small  and  medium-sized  Mexican,  Argentine,  and  Turkish 
businesses,  then  link  them  with  US  companies  that  can  supply  their  needs. 

Here  is  what  a  study  by  the  Columbia  University  School  of  Business  said:  "Projects 
undertaken  by  EESC  collectively  constitute  one  of  the  most  valuable  and  cost  effective  campaigns 
on  behalf  of  free  enterprise,  democracy  and  American  goodwill  ever  undertaken  by  this  country. 

"BESC  is  a  major,  and  very  effective  force  in  the  national  (business,  political,  and 
humanitarian)  world  strategy  of  the  United  States  today.  It  represents  a  powerful  alternative  to 
govemment-to-govemment  aid  in  the  business  realm  and  achieves  its  objectives  with  efficiency 
and  effisctiveness." 

Here  is  what  Sri  Lanka  US  Ambassador  Schaffer  told  the  US  Department  of  Commerce  in 
February  1995  about  lESC's  Technology  Initiative  for  the  Private  Sector  (TIPS)  program:  "As  a 
consequence,  TIPS,  the  12  million  dollar,  six  year  program  (is)  anticipated  to  yield  exports  from 
the  US  in  the  excess  of  50  million  dollars  .  .  .  TIPS  is  also  contributing  to  trade  in 
environmentally  friendly  technologies  " 

The  following  are  excerpts  from  external  evaluators  hired  by  the  US  Agency  for 
International  Development  (AID) 

*  An  Evaluation  of  AJD's  Program  in  Private  Enterprise  Development  in  Central  and 
Eastern  Europe,  by  Checci  &  Co  Inc  ,  Oct.  1993:  "Compared  to  seven  other  Private  Voluntary 
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Organizations,  lESC  rated  second  highest  in  cost-effectiveness,  but  first  in  overall  development 
returns  " 

*  Cost  Benefit  Assessment  of  ESC  in  Egypt, -completed  for  AID/Cairo  by  Dan  Lowery, 
June  1993   "If  the  same  short  term  projects  had  been  awarded  to  international  consulting 
companies,  the  costs  would  have  been  two  times  greater  at  least,  and  perhaps  more,  since  ESC 
projects  have  no  bidding  process,  no  baseline  study  costs,  (and)  relatively  low  supervisory  costs." 

*  Jordan  Baruch  Associates,  Washington,  D.C:  "ESC  is  effective,  underutilized  and 
underfunded  " 

ESC  cooperates  with  other  Private  Voluntary  Organizations  (PVOs)  in  the  field  to 
address  critical  development  issues.  Through  our  61  offices  in  50  countries,  we  maintain  regular 
contact  with  other  assistance  programs  including:  MBA  Enterprise  Corps,  Citizens  Democracy 
Corps,  Volunteers  in  Overseas  Cooperative  Assistance,  and  the  Peace  Corps. 

For  3 1  years,  ESC  has  proved  to  be  a  cost-efiFective  vehicle  for  development.  We  deliver 
the  industry-specific  assistance  that  is  critical  to  building  new  democracies  and  economies.  As  we 
increase  our  ability  to  bring  volunteer  resources  to  bear  in  many  development  initiatives,  we 
believe  we  can  contribute  to  US  foreign  assistance  objectives  and  help  improve  its  overall 
efficiency. 

The  Versailles  Treaty  didn't  cost  much  money,  but  it  was  a  bad  bargain. 

The  Marshall  Plan  cost  a  great  deal,  but  it  was  a  great  bargain. 

Analogously,  we  believe  that  strong  support  of  the  effort  to  transform  the  command 
economies  to  free  market  democracies  will  be  a  lot  cheaper  and  a  lot  safer  in  the  long  run  than  a 
bargain  basement  approach.  We  urge  your  strong  support. 

Because  the  proposed  reorganization  of  US  foreign  affairs  institutions  is  an  issue 
addressing  this  committee,  as  a  businessman  and  CEO  of  a  PVO  that  has  had  a  3 1-year 
relationship  with  AID,  I  would  like  to  comment  that  I  agree  with  the  Ferris  Commission's 
recommendation  that  Brian  Atwood  be  permitted  to  complete  the  excellent  job  he  is  doing  in 
reforming  AID    ESC  has  had  a  mixed  relationship  with  AID  over  the  years  related  to  red  tape, 
bureaucratic  inertia,  and  the  like.  We  care  about  development  assistance  focused  on  private 
enterprise  and  results  in  which  Brian  Atwood  concurs.  To  abolish  AID  or  to  put  it  into  an 
enlarged  State  Department  would,  in  my  view,  be  similar  to  corporate  business  conglomerate 
activities  in  the  '70s  and  '80s,  many  of  which  proved  unsuccessful.  Clear  mandates  and  focus  as 
now  exists  in  OPIC,  Export-Import  Bank,  TDA  is  what  is  necessary    That  would  be  lost  by 
centralizing  foreign  assistance    What  is  desperately  needed  is  a  new  foreign  assistance  act,  which 
provides  a  top  level  position  to  coordinate  all  foreign  assistance  programs.  In  summary,  ESC 
believes  Brian  Atwood  should  have  two  more  years  to  finish  the  reforms  he  has  undertaken. 


Thank  you  for  your  attention  and  I'm  open  to  questions. 
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TESTIMONY  OF  JAMES  S.  COX 
WESTINGHOUSE  ELECTRIC  CORPORATION 

ON  BEHALF  OF 

NATIONAL  FOREIGN  TRADE  COUNCIL,  INC. 

BEFORE 

COMMITTEE  ON  INTERNATIONAL  RELATIONS 

U.S.  HOUSE  OF  REPRESENTATIVES 

HONORABLE  BENJAMIN  A.  OILMAN,  NEW  YORK,  CHAIRMAN 

APRIL  5,  1995 

Mr.  Chairman,  and  members  of  the  Committee,  my  name  is  James 
S.  Cox,  Director  of  Project  Finance  for  Westinghouse  Electric 
Corporation.  I  am  testifying  today  on  behalf  of  the  National 
Foreign  Trade  Council,  which  I  serve  in  the  capacity  of  Chairman  of 
the  Export  Finance  Committee. 

Thank  you  for  the  opportunity  to  testify  on  the  importance  of 
the  U.S.  Export-Import  Bank  (Exim) ,  the  U.S.  Trade  and  Development 
Agency  (TDA) ,  and  the  Overseas  Private  Investment  Corporation 
(OPIC)  .  In  response  to  your  request,  I  will  also  offer  some 
thoughts  on  a  proposal  to  reorganize  and  consolidate  these  agencies 
under  the  Department  of  State. 

The  National  Foreign  Trade  Council,  founded  in  1914,  is  the 
only  broadly-based  trade  association  dealing  exclusively  with  U.S. 
public  policy  affecting  international  trade  and  investment.  The 
Council's  membership  consists  of  approximately  500  U.S. 
manufacturing  companies,  financial  institutions  and  other  firms 
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having  substantial  international  operations  or  interests.  Our 
members  collectively  account  for  over  60%  of  U.S.  non-agricultural 
exports  and  a  like  percentage  of  all  U.S.  private  foreign 
investment.  Attached  to  my  testimony  is  a  list  of  NFTC  member 
organizations  represented  on  our  Board  of  Directors. 

The  Council's  goal  is  to  develop  and  advance  policies 
reflecting  the  interests  and  consensus  of  our  members,  designed  to 
expand  U.S.  exports,  protect  U.S.  foreign  investment,  enhance  the 
competitiveness  and  profitability  of  U.S.  industry,  and  promote  and 
maintain  a  fair  and  equitable  international  trading  system. 

I  would  first  like  to  make  some  general  observations  on  the 
importance  of  exporting,  and  the  vital  impact  of  the  U.S.  Export - 
Import  Bank,  Trade  and  Development  Agency,  and  Overseas  Private 
Investment  Corporation  on  U.S.  exports,  job  creation  and  the 
economy.  I  will  note  some  of  each  agency's  particular  benefits  and 
advantages,  and  why  they  are  deserving  of  your  continued  support. 

The  U.S.  Department  of  Commerce  estimates  that  each  $1  billion 
in  exports  support  19,100  U.S.  jobs,  in  large,  medium  and  small 
firms.  One  in  six  U.S.  manufacturing  jobs  is  now  directly  or 
indirectly  related  to  exports.  U.S.  jobs  in  export  industries  pay 
13%  more  than  the  average  U.S.  wage.  Exports  accounted  for  almost 
12%  of  U.S.  economic  output  in  1993,  up  from  about  5%  in  1970.   And 
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from  1988  to  1993,  exports  accounted  for  almost  50%  of  total  U.S. 
economic  growth. 

Mr.  Chairman,  the  U.S.  economy  is  an  integral  part  of  the 
global  economy.  It  is,  indeed,  deeply  involved  in  that  economic 
process  by  absorbing  large  quantities  of  foreign  imports  and  by 
exporting  its  own  manufactured  goods  and  services  to  international 
markets.  The  objective  in  this  process  is  market  share  for  U.S. 
products  and  services.  Mr.  Chairman,  the  developing  economies  will 
grow  twice  as  fast  as  those  in  the  developed  world  over  the  next 
decade.  The  strategic  objective  of  export  marketing  today  is  to 
gain  critical  market  share  in  developing  countries.  In  this 
difficult  process,  once  a  market  is  lost  to  our  foreign 
competition,  it  is  almost  impossible  to  regain.  Speaking  for  my 
company,  Westinghouse  can  and  will  compete  against  foreign 
competitors  based  on  price,  quality,  technology,  and  delivery. 
However,  we  should  not  be  expected  to  compete  alone  when  powerful 
foreign  governments  are  engaged  in  the  battle. 

Mr.  Chairman,  market  share  is  a  strategic  national  resource 
that  the  U.S.  must  protect  against  the  trade-distortive  practices 
of  the  governments  of  our  foreign  competitors.  In  this  regard,  the 
importance  of  a  proactive  export  finance  strategy  to  the  U.S. 
economy  and  American  workers  cannot  be  overstated.  Export  finance 
programs  are  vital  to  U.S.  exports  which,  in  turn,  create  or 
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preserve  thousands  of  American  jobs. 

The  United  States  cannot  back  down  from  the  competitive 
challenges  posed  by  other  nations'  export  financing  institutions. 
By  not  meeting  this  competitive  challenge,  U.S.  exporters  will  be 
crippled  in  their  attempts  to  develop  and  maintain  market  share, 
and  preserve  and  create  U.S.  jobs.  Failure  to  provide  adequate 
support  for  Exim,  TDA  and  OPIC  would  represent  a  de  facto  surrender 
to  our  foreign  competitors.  If  we  were  to  unilaterally  disarm  in 
this  field,  no  one  should  have  any  misconceptions  that  our  European 
and  Japanese  competitors  would  likewise  dismantle  their  programs. 
For  them,  export  finance  of  this  nature  is  part  of  their  national 
strategy. 

Given  the  increasing  interdependence  between  expanded  American 
exports  and  U.S.  small  business  growth,  it  is  important  to  note 
that  Exim,  TDA  and  OPIC  activities  generate  a  far-reaching  positive 
ripple  effect  on  small-  to  medium- sized  suppliers  and 
subcontractors  --  the  so-called  "invisible  exporters."  Beyond  the 
benefits  reaped  by  smaller  companies  as  indirect  "invisible" 
exporters  --  critical  though  this  effect  may  be  --  is  the 
increasing  level  of  direct  support  to  smaller  exporters  being 
provided  through  these  agencies'  programs.  This  positive  trend  is 
described  in  more  detail  later  in  my  testimony. 
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U.S.  Export  Finance  Agencies 

Export-Import  Bank:    As  a  lender  of  last  resort,  today  Exim's 

support  for  a  transaction  literally  amounts  to  the  difference 
between  a  U.S.  firm  winning  a  contract  or  losing  the  business  to  a 
European  or  Japanese  competitor.  Exim  provides  financial  support 
in  the  following  three  instances:  When  foreign  governments  offer 
subsidized  financing  to  their  exporters;  when  commercial  banks  or 
other  private  lenders  are  unable  to  provide  financing  for  exports, 
especially  in  new  and  expanding  markets;  and,  when  smaller 
companies  need  specific  export  financing  support  not  available  from 
the  commercial  banks . 

The  U.S.  business  community  forecasts  strong  demand  for  Ex-Im 
Bank  financing  next  year.  For  this  reason  the  NFTC  supports  a 
request  of  $850  million  in  budget  authority  for  FY  1996,  with  no 
overall  limitations  on  the  amount  of  total  activity  that  Exim  would 
be  allowed  to  finance.  Such  authority  could  support  $21  billion  in 
exports  and  approximately  400,000  jobs  in  the  U.S. 

In  1994  Exim  extended  direct  support  for  small  business 
totaling  $1.7  billion.  This  was  in  addition  to  the  benefit  that 
small  business  enjoyed  by  participating  in  larger  projects  that  I 
mentioned  earlier.  This  included  Working  Capital  Guarantee  Program 
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(WCGP)  guarantees  --  which  directly  support  small  business 
exporters  --  in  the  amount  of  $181  million,  an  all  time  high.  The 
total  amount  of  exports  supported  by  these  guarantees  is  three  to 
five  times  the  amount  of  the  guarantee.  As  you  know,  Mr.  Chairman, 
this  is  consistent  with  the  congressional  direction  given  to  the 
Bank  on  support  for  small  business. 

Of  the  1,261  small  business  authorizations  {representing  just 
over  50%  of  the  2,445  total  Exim  authorizations),  523  assisted 
export  transactions  of  less  than  $500,000  (a  more  than  25%  increase 
over  the  405  such  transactions  supported  in  FY  1993) .  A  total  of 
110  small  businesses  receiving  Ex-Im  Bank's  assistance  during  the 
year  had  not  previously  participated  in  the  Bank's  programs. 

NFTC  manufacturing  and  banking  members  agree  on  the  need  to 
preserve  the  flexibility  of  choosing  guarantees  or  direct  loans. 
The  need  is  well  recognized  for  U.S.  commercial  banks  to  play  an 
active  role  in  export  finance.  That  role  will  be  minimized  if  such 
flexibility  is  taken  away. 

Let  me  give  an  example  of  how  crucial  Ex-Im  Bank's  support  was 
for  a  Westinghouse  project  in  the  privatized  power  market  in 
Argentina.  Without  the  Bank's  involvement,  we  would  not  have  been 
able  to  put  together  a  complex  financing  package  with  the 
participation  of  a  major  U.S.  commercial  bank.   This  resulted  in 
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the  successful  completion  of  the  first  phase  of  the  project  and  led 
to  two  additional  phases,  thus  expanding  the  reach  of  the 
Westinghouse  technology  in  this  growing  market  in  Argentina. 

Westinghouse  power  generation  manufacturing  facilities 
throughout  the  U.S.  support  a  large  number  of  high-quality- 
engineering  and  manufacturing  jobs  which  would  be  threatened  by  the 
subsidies  of  foreign  governments  supporting  their  exporters.  These 
are.  high-productivity  state-of-the-art  facilities  located  in 
Pennsylvania,  Florida,  North  Carolina,  South  Carolina,  Alabama,  and 
other  states.  Their  products  are  high-quality  and  competitive. 
Their  future  can  only  be  jeopardized  by  the  distortive  market 
practices  of  the  governments  of  our  foreign  competitors. 

Trade  and  Development  Agency :   The  NFTC  agrees  with  others  in  the 

U.S.  business  community  that  the  Trade  and  Development  Agency  is 
vastly  underfunded.  Demand  for  TDA  funding  of  feasibility  studies 
outpaces  current  Agency  resources  by  more  than  three  to  one .  The 
Agency's  inability  to  meet  demand  severely  hampers  the  efforts  of 
U.S.  firms  to  successfully  confront  the  international  competition 
in  these  markets.  The  NFTC  supports  a  minimum  FY  1996  funding 
level  of  $100  million. 

In  FY  1994,  TDA  obligated  $54  million  for  383  program 
activities  in  67  countries  around  the  world.   These  activities 
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supported  299  major  infrastructure  projects  that  each  offer  export 
opportunities  for  U.S.  companies  and  jobs  for  American  workers. 

Since  TDA  was  established  in  1980,  projects  supported  by  the 
agency  have  helped  produce  more  than  $6  billion  in  sales  by  U.S. 
companies.  This  is  more  than  25  times  the  amount  of  funds  that  TDA 
has  expended;  an  impressive  return  on  the  taxpayer's  investment. 

The  market  opportunities  in  capital  projects  abroad  are 
growing,  and  the  support  programs  of  competitor  nations  put  U.S. 
companies  at  a  distinct  disadvantage  overseas.  TDA's  role  of 
giving  American  firms  strategic  advanced  positioning  for  future 
projects  has  never  been  more  important. 

The  following  is  an  example  of  the  importance  of  TDA 
participation  in  a  project  in  Poland.  Westinghouse  has  been  very 
active  in  Central  and  Eastern  Europe  and  in  the  NIS  (New 
Independent  States  of  the  former  Soviet  Union)  in  power  generation, 
nuclear  plant  safety,  air  traffic  control,  and  transport 
refrigeration.  Prior  to  our  direct  participation  in  the  power 
plant  modernization  program  in  Poland,  Westinghouse  took  the  lead 
in  a  major  study  of  Soviet -designed  200MW  turbine  generators 
installed  in  Poland's  power  plants.  In  tough  competition  against 
its  German  competitor,  Westinghouse  was  chosen  to  perform  the 
feasibility  study,  provided  that  the  U.S.  Government,  through  TDA, 
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support  the  study  with  adequate  funding. 

In  considering  the  Polish  request,  TDA  closely  scrutinized  the 
scope  of  the  Westinghouse  proposal.  We  had  to  supply  extensive 
information  and  analysis  about  the  U.S.  export  potential  that  would 
result  from  the  study  and  the  financing  available  for  these  follow- 
on  exports.  In  the  end,  TDA  agreed  to  support  the  Polish  request 
with  the  condition  that  Westinghouse  agree  to  a  cost-sharing 
arrangement.  As  a  direct  result  of  the  study,  Westinghouse  and  its 
suppliers  and  subcontractors  have  been  active  participants  in  the 
Polish  power  sector  modernization  program. 

Overseas  Private  Investment  Corporation:       For   fy   1994,    the   agency 

operated  at  no  net  cost  to  the  U.S.  taxpayer  for  the  24th 
consecutive  year  and  increased  its  reserves  to  more  than  $2 
billion,  showing  a  net  income  of  over  $167  million.  OPIC  is  a 
specialized  agency  which  provides  political  risk  insurance  for  U.S. 
private  sector  investments  overseas;  additionally,  it  provides 
project  financing  on  long-term  U.S.  investments  in  the  overseas 
private  sector  which  have  a  substantial  requirement  for  project 
finance.  Because  of  this  mix,  OPIC,  a  self-sustaining  agency,  is 
producing  revenue  while  operating  at  no  net  cost  to  the  American 
taxpayer . 

The  NFTC  supports  a  FY  1996  budget  request  of  $110  million  for 
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core  programs  and  $45  million  for  the  NIS  (New  Independent  States 
of  the  former  Soviet  Union) .  This  level  would  support  $4.3  billion 
of  business  activity. 


Consolidation  Proposals 


Mr.  Chairman,  the  Committee  is  seeking  comment  on  the  proposal 
to  consolidate  and  reorganize  Exim,  TDA  and  OPIC  under  the 
Department  of  State.  NFTC  supports  the  principle  that  the  business 
community  should  always  keep  an  open  mind  on  all  attempts  at 
improving  the  U.S.  system  of  support  for  U.S.  exports  of 
manufactured  goods  and  services.  In  this  case,  our  view  is  that 
consolidation  of  these  agencies  under  the  Department  of  State  would 
not  bring  additionality  to  the  system  which  is  in  existence  today. 

Exim,  TDA  and  OPIC  are  specialized  agencies  that  have  a  proven 
record  of  fine  performance  in  the  intensely  competitive  field  of 
export  markets.  Their  roles  are  simultaneously  complementary  and 
distinctive.  They  produce  their  best  performance  as  independent 
agencies,  each  individually  confronting  the  challenge  posed  by  the 
global  marketplace.  And  they  are  successful  in  their  individual 
roles  precisely  because  each  has  its  individual  mind-set,  combining 
the  specialized  talents  and  the  policies  required  for  a  winning 
strategy. 
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We  appreciate  the  fact  that  U.S.  foreign  policy  is  an 
important  ingredient  in  their  respective  strategies.  It  is  a  well- 
known  fact,  indeed,  that  all  three  institutions  continuously 
consult  with  the  Department  of  State  and  other  appropriate  federal 
agencies  in  formulating  and  carrying  out  their  mission.  However, 
theirs  is  a  commercial  mission,  and  their  independent  status  allows 
them  to  carry  out  this  mission  with  vigor. 

Mr.  Chairman,  the  original  intent  of  Congress  of  keeping  these 
institutions  separate  but  compatible  has  been  a  very  productive 
one.  We  firmly  believe  that  Congress  should  continue  to  provide 
the  Executive  branch  this  important  institutional  flexibility.  In 
the  complex  realities  of  the  new  world  order,  there  will  be  times 
when  the  overall  U.S.  policy  will  be  better  served  by  having  these 
commercially-oriented  agencies  perform  a  useful  ground-breaking 
role,  long  before  the  U.S.  foreign  policy  institutions  may  wish  to 
get  actively  involved. 

As  a  general  principle,  the  more  we  dilute  the  content  and 
purpose  of  important  individual  federal  activities  by  creating 
large  umbrella  organizations,  the  more  ineffective  our  strategies 
will  become.  We  think  the  proposed  consolidation  will  cause  a  loss 
of  focus  which  we  should  definitely  avoid. 

Furthermore,  Mr.  Chairman,  we  think  there  is  added  management 
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value  by  allowing  these  separate  activities  to  be  examined  by- 
direct  congressional  oversight  of  specialized  subcommittees  that 
develop  specific  expertise  on  these  activities.  This  allows  these 
agencies  to  be  judged  on  their  own  individual  merits  and  not  as 
part  of  a  large  umbrella  organization. 

Lastly,  Exim,  TDA  and  OPIC  have  all  recently  undergone  their 
own  internal  reorganizations,  processes  which  included  ample  agency 
consultations  with  Congress  and  the  business  community.  Yet 
another  reorganization  immediately  on  the  heels  of  the  recent 
process  would  be  potentially  disruptive  to  each  agency's  activities 
and  to  the  U.S.  business  community. 

Again,  Mr.  Chairman,  thank  you  for  the  opportunity  to  testify 
today.  The  National  Foreign  Trade  Council  appreciates  this  and  the 
interest  of  your  committee  in  these  important  issues. 


Attachment:  List  of  member- companies  comprising  the  Board  of 
Directors  of  the  National  Foreign  Trade  Council, 
Inc . 
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NATIONAL     FOREIGN     TRADE     COUNCIL,     INC 

1625    K    STREET,    N.W.,    WASHINGTON,    DC    20006-1604 
Tel:    (202)    887-0278       ^,„a■^^     FAX:    (202)    452-8160 


NFTC  BOARD  OF  DIRECTORS 


ARCO  International 

AT&T 

Allied-Signal 

American  Home  Products 

AIG 

Amoco 

Arthur  Andersen 

Asea  Brown  Boveri 

Bank  of  America 

Bank  of  New  York 

Bankers  Trust 

Bechtel  Group,  Inc. 

Boise  Cascade 

Caltex  Petroleum 

Caterpillar 

Chase  Manhattan  Bank 

Chemical  Banking  Corp. 

Chevron 

Chrysler 

Chubb  Group 

Citibank 

Colgate-Palmolive 

Dewey  Ballantine 

Digital  Equipment  Corp. 

Dresser  Industries 

Duracell 

E.I.  du  Pont  de  Nemours 

Eastman  Kodak 

Ernst  &  Young 


First  National  Bank  of  Chicago 

General  Electric 

General  Motors 

Gillette 

Halliburton 

IBM 

ITT 

Ingersoll-Rand 

J. P.  Morgan 

Johnson  &  Johnson 

Mars  Incorporated 

McDermott 

Mobil  Oil 

Monsanto 

Pepsi-Cola  International 

Pfizer 

Price  Waterhouse 

Procter  &  Gamble 

Ridgewood  Partners 

Rockwell 

Steptoe  &  Johnson 

Texaco 

Towers  Perrin 

W.R.  Grace  &  Co. 

Warner-Lambert 

Westinghouse 
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S.  A.  Taubenblatt 

Executive  Representative 

Bechte!  Enterprises,  Inc. 

on  behalf  of  the 

Coalition  for  Employment  through  Exports  (CEE) 

before  the 

Committee  on  International  Relations 

U.S.  House  of  Representatives 

Washington,  DC 

April  5, 1995 


Mr.  Chairman  and  members  of  the  Committee.  My  name  is  Sy  Taubenblatt,  Executive 
Representative,  for  Bechtel  Enterprises,  Inc.,  the  development  and  finance  arm  of  the  Bechtel 
Group.  Bechtel  is  a  global  engineering  and  construction  company  with  18,000  employees  working 
on  1,150  projects  in  65  countries,  including  the  United  States. 

Today,  I  am  testifying  on  behalf  of  the  Coalition  for  Employment  through  Exports  (CEE). 
Organized  in  1981,  the  Coalition  is  a  broad-based  organization  of  U.S.  exporters,  labor  unions, 
and  state  governors  which  has  bipartisan  support.  CEE  has  pioneered  efforts  to  increase 
awareness  of  the  link  between  U.S.  exports  and  American  jobs  and  to  promote  competitive 
trade  finance  programs  to  help  U.S.  companies  penetrate  and  compete  in  international  markets. 
CEE's  membership  list  is  attached. 

1  appieciaxe  the  opportunity  to  appear  before  this  Committee  to  discuss  the  Coalition's  views  on 
foreign  affairs  reorganization  proposals  that  would  affect  three  key  U.S.  export  finance  agencies: 
the  Export-Import  Bank  of  the  U.S.  (Ex-Im  Bank),  the  U.S.  Trade  and  Development  Agency 
(TDA),  and  the  Overseas  Private  Investment  Corporation  (OPIC).  CEE  supports  the  goals  of 
various  reorganization  proposals  to  strengthen  these  export  finance  agencies.  However,  this  goal 
can  only  be  achieved  by  keeping  these  agencies  separate  and  independent.  We  believe  the 
reorganization  would  have  a  serious  and  disruptive  impact  on  our  export  finance  agencies  and 
the  U.S.  exporters  they  support. 
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Today,  I  will  address  the  importance  of  competitive  export  financing,  the  distinctive  role  of  each 
of  these  agencies,  improved  coordination  among  the  agencies,  and  the  reasons  why  consolidating 
or  merging  them  would  be  counterproductive  and  seriously  damage  our  ability  to  compete  in 
international  markets  at  this  critical  time  when  U.S.  exports  to  global  markets  are  at  stake. 

Importance  of  Export  Financing  in  Strategic  Markets 

In  this  post-Cold  War  era,  unparalleled  economic  opportunities  are  being  created  with  the 
emergence  of  new  democracies,  high  growth  markets  in  Asia  and  Latin  America,  and  the 
expansion  of  international  markets  overall.  Dramatic  increases  are  projected  in  developing 
countries  for  the  expansion  and  upgrade  of  their  infrastructure  needs.  The  World  Bank 
estimates  that  more  than  $200  billion  per  year  will  be  required  during  the  1990's  to  upgrade  the 
infrastructure  needs  of  developing  countries.  The  strategic  objective  of  export  marketing  today 
is  to  gain  increasing  marketshares  in  the  developing  countries.  Our  competitors  clearly 
recognize  that  their  economic  survival  depends  upon  exporting  technology,  goods,  and  services 
to  these  strategic  markets. 

U.S.  firms  comp^e  overseas  against  foreign  governments  that  provide  considerable  support  for 
their  exporters.  This  includes  government-supported  financing,  which  often  becomes  the 
determining  factor  in  winning  contracts.  Without  comparable  financial  support  from  the  U.S. 
government,  American  companies  will  lose  key  markets  to  foreign  competitors  by  default.  In  this 
difficult  process,  once  a  market  is  lost  to  our  foreign  competition,  it  is  almost  impossible  to 
regain  it. 

CEE  estimates  record  demand  in  FY  '96  for  programs  offered  by  Ex-Im  Bank,  TDA,  and  OPIC. 
These  agencies  can  support  a  combmed  total  of  more  than  $26  billion  in  U.S.  exports  next 
year,  lliis  would  translate  into  support  for  about  500,000  American  jobs,  based  on  the  U.S. 
Department  of  Commerce's  estimates  that  each  $1  billion  in  exports  results  in  19,100  jobs  for 
American  workers.  Export-related  jobs  are  often  high-wage,  high-productivity  jobs  that  pay  an 
average  of  13  percent  more  than  the  national  average  wage  rates,  according  to  U.S. 
Government  estimates.  Furthermore,  exports  generate  federal,  state,  and  local  tax  revenues.  For 
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each  capital  goods  project,  U.S.  follow-on  sales  average  10  - 15  percent  of  the  original  export 
value  per  year  over  the  next  15  to  20  years.  These  follow-on  sales  typically  do  not  require 
government-supported  financing. 

Sufficient  funding  for  these  agencies  is  absolutely  crucial  to  enable  American  exporters  to 
compete  fairlx  in  overseas  markets  against  Japanese  and  European  competitors.  These  programs, 
and  the  U.S.  exports  they  support,  are  essential  investments  in  our  country's  economic  future. 


Distinctive  Role  of  Each  of  the  U.S.  Export  Finance  Agencies 

Ex-Im  Bank,  TDA,  and  OPIC  have  complementary  roles  and  are  very  effective  in  providing 
export  fmancing  to  American  firms  facing  stiff  foreign  competition.  They  are  now  working 
together  efficiently,  functioning  as  a  well  coordinated  export  finance  team.  These  are 
outstanding  model  agencies:  lean,  well-managed,  cost-effective,  and  keenly  focused  in 
carrying  out  their  unique  and  distinctive  mandates  in  support  of  U.S.  exports  and  American 
jobs. 

Trade  and  Development  Agency  (TDA) 

TDA's  prime  focus  is  U.S.  exports  -  linking  American  exporters  to  host  governments  in  the 

developing  and  middle  income  countries  that  are  the  fastest  growing  export  markets.  The 
agency's  support  is  likely  to  be  a  major  influence  in  the  selection  of  a  U.S.  firm  to  design  and 
construct  projects  and  supply  equipment.  TDA  works  primarily  with  government-sponsored 
projects  in  target  mariiets.  The  agency  fiinds  feasibility  studies,  reverse  trade  missions,  training 
grants,  and  various  forms  of  technical  assistance.  Through  these  activities,  TDA  positions 
American  firms  in  emerging  markets  at  a  very  early  stage.  This  allows  the  introduction  of 
U.S.  technology  in  the  development  of  m^or  international  projects  in  sectors  such  as 
agriculture,  aviation,  energy,  environment,  health  care,  manufacturing,  mining  and  minerals 
development,  telecommunications,  transportation,  and  water  resources.  Projects  resulting  from 
feasibility  studies  furnished  by  TDA  are  often  financed  through  Ex-Im  Bank,  OPIC,  the 
multilateral  development  banks,  commercial  banks,  or  the  host  government. 
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Our  foreign  competitors  understand  that  gaining  an  early  foothold  in  growing  markets  is  crucial. 
Other  industrialized  countries,  particularly  Japan,  provide  considerably  more  support  for 
feasibility  studies  than  the  U.S.  In  1992,  such  Japanese  funding  was  almost  10  times  higher 
than  the  United  States. 

Elxport-lmport  Bank  of  the  U.S.  (Ex-Im  Bank) 

As  the  lender  of  last  resort,  Ex-Im  Bank  has  a  critical  role  in  supporting  U.S.  export 
transactions  that  would  not  go  forward  without  its  assistance.  The  Bank's  mission  is  to  act 
only  when  npf«>t<>ary  to  help  U.S.  companies  capture  marketshare  in  important  markets. 

Ex-Im  Bank's  loans  and  loan  guarantees  are  provided  to  foreign  buyers  to  fiacilitate  U.S.  exports. 
The  Bank  makes  a  major  contribution  to  American  exports  in  its  ability  to  "level  the  playing 
field"  for  American  companies  in  international  markets.  U.S.  firms  often  compete  for  sales 
against  exporters  from  other  major  industrialized  countries  whose  governments  provide 
substantially  higher  levels  of  financial  support  as  a  matter  of  national  strategy.  Thus, 
government-supported  financing  often  becomes  the  determining  factor  in  winning  contracts. 
Ex-Im  Bank  is  also  playing  an  important  role  in  supporting  U.S.  exports  for  privatized  projects. 
Such  assistance  is  crucial  to  penetrating  these  new  competitive  markets.  Without  Ex-Im  Bank's 
help,  these  export  sales  would  go  to  European  and  Japanese  firms  by  default.  The  Bank  provides 
financial  support: 

■  When  foreign  governments  offer  subsidized  financing  to  their  exporters. 

■  When  commercial  banks  or  other  private  lenders  are  unable  to  provide 
financing  for  exports,  especially  in  new  and  expanding  higher  risk  markets. 

■  When  smaller  companies  are  unable  to  find  banks  willing  to  work  with  them 

in  export  transactions. 
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Overseas  Private  Investment  Corporation  (OPIC) 

OPIC  has  a  special  role  in  supporting  and  encouraging  U.S.  investments  in  the  private  sectors 
of  emerging  and  developing  world  markets.  This  is  especially  important  with  the  breakup  of 
the  former  Soviet  Union  and  the  worldwide  abandonment  of  centrally-planned  economic 
structures.  The  agency  provides  political  risk  insurance  and  financing  (through  direct  loans  and 
guarantees)  for  U.S.  private  sector  investments,  and  thus  offers  risk  mitigation  and  financing 
that  is  not  available  in  commercial  or  private  markets. 

As  infrastructure  sectors  are  privatizing  in  the  emerging  markets,  OPIC's  programs  will  play  a 
key  role  in  positioning  U.S.  investors  in  these  markets.  Strong  demand  for  the  agency's  financing 
is  expected  to  continue  as  governments  continue  to  privatize  their  industries  in  the  energy, 
transportation,  and  telecommunications  sectors.  The  agency's  support  for  growing  private  sector 
investments,  and  the  U.S.  exports  they  support,  is  an  important  source  of  jobs  for  Americans. 
In  addition,  OPIC's  investment  missions  also  continue  to  provide  U.S.  firms  strategic  networking 
opportunities  leading  to  important  long-term  commercial  relationships. 


Improved  Coordination  among  the  Export  Finance  Agencies 

Coordination  among  our  export  finance  programs  has  improved  greatly  through  the  efforts 
of  the  Trade  Promotion  Coordinating  Committee  (TPCC)  and  the  cooperative  and  skilled 
leadership  of  these  agencies.  A  recent  National  Journal  article  praised  the  "sweeping  changes 
that  have  been  made  in  the  way  the  government  works  with  business  to  increase  America's  share 
of  overseas  markets."  The  article,  called  "Team  Players,"  focuses  on  the  efforts  of  Kenneth 
Brody  of  Ex-Im  Bank,  Joseph  Grandmaison  of  TDA,  and  Ruth  Harkin  of  OPIC  to  coordinate  their 
programs  to  expand  U.S.  exports  overseas. 

Ex-Im  Bank,  TDA,  and  OPIC  have  been  actively  involved  in  government  efforts  to  counsel  U.S. 
companies  on  export  finance  programs  and  help  them  complete  financial  applications.  This 
includes  assistance  outside  Washington,  DC  through  the  first  four  "one-stop  shops"  in  Baltimore, 
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Miami,  Chicago,  and  Long  Beach  that  opened  last  year.   Eleven  more  offices  will  be  opened  this 
year  around  the  country  to  provide  similar  services. 


Detrimental  Consequences  of  Reorganization  Proposals 

The  Coalition  opposes  consolidlating  Ex-Im  Bank,  TDA,  and  OPIC  or  merging  them  into  the 
State  Department  or  any  other  government  agency.  Such  actions  would  weaken,  rather  than 
strengthen,  these  agencies.  Reorganization  would: 

■  Create  unnecessary  layers  of  bureaucracy  that  would  seriously  impair  the  effectiveness 
and  ability  of  these  agencies  to  respond  on  transactions  quickly  in  a  dynamic,  flexible 
manner. 

■  Disrupt  and  slow  down  nnancial  transactions  at  Ex-Im  Bank,  TDA,  and  OPIC.  These 
agencies  are  now  facing  record  demand  for  their  programs.  The  proposals  would  be  very 
damaging  to  U.S.  exports  at  a  time  when  major  global  markets  are  at  stake.  These 
agencies  must  continue  to  respond  to  market  changes  and  market  needs  efficiently. 

■  DifTuse  their  missions.  Ex-Im  Bank,  TDA,  and  OPIC  are  highly  specialized  and  focused 
to  effectively  handle  their  unique  areas  of  expertise.  These  agencies  are  independent 
institutions  with  distinctive  mandates,  different  financing  programs  and  established 
client  bases. 

■  Limit  chances  of  attracting  high  caliber  individuals  to  head  these  agencies.  Currently 
Ex-Im  Bank,  TDA,  and  OPIC  benefit  from  the  strong,  aggressive  leadership  of  talented, 
high  profile  individuals. 

■  Diminish  the  stature  of  each  agency  in  their  interactions  with  the  leaders  of  foreign 
export  finance  agencies. 
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Ex-Im  Bank,  TDA,  and  OPIC  are  sqiarate  and  distinct  agencies.  They  are  already  proving  that 
coordination  can  take  place  without  consolidating  or  merging  them.  These  business-oriented 
agencies  are  already  emulating  private  sector  reorganization.  They  are  currently  organized  as 
small,  focused,  efficient  business  units  with  specific  missions  and  appropriate  decision-making 
authority. 

Reorganization  would  divert  attention  from  the  critical  task  at  hand  -  helping  U.S.  exporters 
compete  fairly  against  foreign  competitors  in  global  markets.  Efforts  to  reorganize  these  agencies 
at  this  critical  juncture  will  be  counterproductive.  Since  these  agencies  are  working  efTiciently 
and  are  responsive  to  their  users,  why  reorganize? 

In  conclusion,  Mr.  Chairman  and  members  of  the  Committee,  the  Coalition  strongly  urges  you 
to  oppose  any  plans  that  would  consolidate  or  merge  these  agencies  under  the  State  Department 
or  any  other  government  agency.  These  three  export  finance  entities  must  remain  separate 
and  independent.  We  look  forward  to  working  with  you  in  helping  to  expand  U.S.  exports  and 
to  create  and  maintain  jobs  for  Americans. 
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Coalition  for  Employment  through  Exports  (CEE) 

Member  Companies 

The  AES  Corporation 

AT&T 

AlliedSignal 

American  Textile  Machinery  Association 

Arkel  International,  Inc. 

Association  for  Manufacturing  Technology 

Asea  Brown  Boveri 

Bechiel  Group,  Inc. 

The  Boeing  Cotnpany 

Brown  &  Root,  Inc. 

Caterpillar  Inc. 

Chrysler  Corporation 

Digital  Equipment  Corpwration 

Dresser  Industries,  Inc. 

Dresser-Rand 

EDS  Corporation 

Enron  Corporation 

Fluor  Corporation 

GTE  Corporation 

General  Electric  Company 

General  Railway  Signal  Corporation 

Ingersoll-Rand  Company 

International  Business  Machines  Corporation 

Motorola,  Inc. 

Oracle  Corporation 

PACCAR,  Inc. 

Private  Export  Funding  Corporation 

Raytheon 

Rockwell 

Scientific-Atlanta,  Inc. 

Sea-Land  Service,  Inc. 

United  Technologies  Corporation 

Westinghouse  Electric  Corporation 

CEE  Affiliate  Supporters. 
Labor  Organizations 

American  Federation  of  Government  Employees 

Building  and  Construction  Trades  Department,  AFL-CIO 

Coalition  of  Labor  Union  Women 

Communications  Workers  of  America 

Council  of  Engineers  and  Scientists  Organizations 

International  Brotherhood  of  Electrical  Workers 

International  Ladies  Garment  Workers  Union 

International  Union  of  Electrical,  Radio  and  Machine  Workers 

International  Union  of  Operating  Engineers 

Maritime  Trades  Department,  AFL-CIO 

United  Association  of  Plumbers  and  Pipefitters 

United  Automobile,  Aerospace  and  Agricultural  Implement  Workers  of  America 

United  Brotherhood  of  Carpenters  and  Joiners  of  America 

United  Steel  Workers  of  America 

Government  Members 

B.  Evan  Bayh  III,  Governor  of  Indiana 

Jim  Edgar,  Governor  of  Illinois 

Mike  Lowry,  Governor  of  Washington 

Marc  Racicot,  Govenor  of  Montana 

Fife  Symington,  Governor  of  Arizona 

Tommy  G.  Thompson,  Governor  of  Wisconsin 

George  V.  Voinovich,  Governor  of  Ohio 

Pete  Wilson,  Governor  of  California 
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